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PREFACE 


Every one in business has questions recurrently arising in each 
day’s work where a quick answer to some point of routine proce- 
dure, customary business practice or perhaps commercial law or 
accounting will save delay, trouble or at times a serious mistake. 
The Handy Office Book is designed to be a right-hand assistant 
in such matters, for constant desk use. It gives quick and ready 
answers, definitions, tables, formulas, and forms whose value needs 
no comment. 

Any of these points may of course open up a situation where 
more extended investigation, planning and detail are involved. 
Fortunately, in all the fields of business there are excellent works 
by recognized authorities which give almost any elaboration of 
treatment desired. During thirty years of experience the Pub- 
lishers have issued hundreds of such works on organization, finance, 
law, production, accounting, selling and other topics. When an 
important problem must be effectively solved, a dependable ref- 
erence work may easily be worth literally hxmdreds of dollars in 
time saved and advantage gained. The Publishers will be glad to 
assist users of the Handy Office Book with information regarding 
such reference works whenever the need may arise. 

The Ronau) Press Company 
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HANDLING CASH RECEIPTS AND DISBURSEMENTS 

An eflScient system of internal check requires that the work of 
the bookkeeper be separated from the work of the cashier when- 
ever the volume of business warrants doing so. In large establish- 
ments the cashier’s work is divided among three individuals — ^the 
receiving cashier, the disbursing cashier, and the petty cashier. 

Cash Receipts. — ^All mail should be opened by a person other 
than the cashier or bookkeeper. He lists all receipts in duplicate 
and sends the original list with the cash to the receiving cashier, 
who enters the amount in the Cash Receipts Book and deposits 
the cash in the bank. The duplicate list goes directly to the 
bookkeeping department, thus affording a check against the cash- 
ier’s work. Depositing in the bank all receipts, whether checks 
or currency, makes possible a check of the deposits shown on the 
bank statement against the cashier’s record, thus facilitating the 
tracing of any errors. 

Cash Disbursements. — All disbursements should be made by 
check, currency payments being made through the medium of a 
petty cash fund. Each check drawn should be listed, even though 
it has been ^‘voided.” Checks should be numbered serially, the 
numbers being either printed or stamped, and all numbers should 
be accounted for when the bank account is reconciled. Although 
counter-signatures are desirable, these will not in themselves pre- 
vent forgery, since both signatures may be forged. Neither will 
they prevent errors from carelessness in those cases when each 
signer relies wholly on the other for the accuracy of the drawing 
of the instrument. 

The proper handling of cash necessitates also use of the imprest 
system for petty cash and the reconciliation of the bank account 
each month. 
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STATEMENT OF CASH RECEIPTS AND 
DISBURSEMENTS 

A periodic report of cash is usually made by means of a state 
ment of receipts and disbursements. This statement is an ab 
stract or summary of the cash book, showing the total receipt 
from various sources and the causes of the disbursements anc 
their totals. A simple form is given below. 

Statement of Receipts and Disbursements 
For Week Ended 


Receipts: 

Cash Sales 
Accounts Receivable 
Notes Discounted 

Miscellaneous: Interest, Rebates, etc. . . . 
Total this week 

Previous Balance 


Disbursements : 

Accounts Payable 

Salaries and Wages 

Dehvery; Equipment . . .... 

Advertising 

Miscellaneous; Interest, General Expense, etc 
Balance on Hand, as per cash book 


$10,129.40 
25,464.50 
1,50000 
519 20 

$37,613.10 
2,319.40 $39,932 5( 


$28,492.10 
4,19355 
25000 
1,300 00 

920.15 35,155.5( 

$ 4,777.0( 


To assist in checking past deposits, an itemized record of daily 
cash receipts is often kept, analyzed as to gold, silver, currency, 
notes, and checks. To be of value this record should be filed with 
the daily deposit tickets and should be later available for pur- 
poses of comparison. 


CHECK REGISTER— FORM AND USE 

The check register is a record of checks issued and the accounts 
kept with the banks of deposit. If discounts on purchases are 
deducted when the invoice is vouchered and are, therefore, in the 
“Purchase Discount*’ column of the voucher register, the record 
of cash disbursements becomes merely a list of checks issued and 
may be condensed into a check register, a form of which, sug- 
gested by Kester (“Principles of Accounting**) , is shown on the 
following page. Checks issued are listed in the register as to 
(a) date, (b) check number, (c) voucher number, and (d) the 





Check Register 
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amount. At the end of the month the total number of checks 
drawn is posted to the credit of the bank account and charged to 
the audited vouchers account in the general ledger. In case there 
is more than one bank account, a separate check register should 
be provided for each bank, this being especially essential if there 
is a separate series of check numbers for each bank; or two or 
more money columns should be provided in the same register, 

RECONCILIATION OF BANK BALANCE 

Two methods of reconciliation are used. The one brings the 
bank’s balance into agreement with that of the depositor; the 
other starts with the depositor’s balance and brings it into agree- 
ment with that of the bank. 

Factors to be Considered. — ^The first step in the reconciliation 
is to discover which of the checks issued by the depositor have 
not as yet been paid by the bank. This is done by arranging the 
returned checks in numerical sequence and comparing these with 
the depositor’s record of checks issued. 

Other factors which must be taken into accoxmt in the recon- 
ciliation are as follows. Where several bank accounts are kept 
and a check register, in addition to the cash book, is used to keep 
records of the accounts with the banks, checks drawn on one 
bank may be wrongly charged to another. Checks drawn or 
deposits made one day may not be credited until the next. Cer- 
tain drafts deposited with the bank for collection may not be 
credited to the depositor’s account until collection is made, 
whereas the depositor may debit the bank at the time of deposit. 
Again, it may happen that the bank’s charges for collection or 
interest allowed by the bank on the deposit may not have been 
recorded. Where there are many of these adjustment items to be 
taken into account, it may be necessary to list them in formal 
schedules under such heads as: 

1. Bank charges, we do not credit. 

2. Bank credits, we do not charge. 

3. We charge, bank does not credit. 

4. We credit, bank does not charge. 

Methods Illustrated. — ^The two methods of reconciling bank 
balances are illustrated in the “Financial Handbook” as follows: 
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First Method 


American Trust Co., December 31, 19^ 

Balance per statement $68,315B6 

Add — ^Note of Albany Manufactunng Co. protested, now re- 
turned, mcluding $2 55 fees . . 252.55 

Deposit of December 31 not credited by trust company 1,892.00 
Collection charges for December not entered in ca.^ 

book 6.20 

Check tajc for December not entered in cash book 2.56 


$70,468.67 

Les^Interest credited by bank not entered in cash 

book . . $ 93.10 

Checks outstandmg: 


6319 

S 5000 



6682 

125.00 



6714 

73.10 



6716 

13945 



6717 

6825 



6718 

1,000 00 

1,45520 

1,548.90 

Balance per cash book 



$68,919 77 

Second Method 



Balance as per cash book 

. .... 



$68,91977 

Add“Checks outstanding: 




6319 

$ 50 00 



6682 

12500 



6714 

73.10 



6716 

139 45 



6717 

6825 



6718 

1,000.00 

$1,45520 


Interest credited by bank not entered in 



cash book 



93.10 

1,54890 


$70,468.67 

Less — ^Note of Albany Manufacturing Co. pro- 
tested, now returned, includmg $2.55 fees $ 252.55 
Deposit of December 31, not credited by 


trust company . ... 1,892.00 

Collection charges for December 6.20 

Check tax for December . 2.56 2,153 31 


Balance as per bank statement of December 31 $68,315 36 


PETTY CASH— IMPREST SYSTEM 

In all businesses small payments for items such as postage, 
express, and carfares are made in currency, and for this purpose 
a petty cash fund is established by cashing a check for a specified 
amount and making the charge to a 'Tetty Cash Fund” ledger 
account. When a payment is made out of the fund, a receipt or 
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voucher for it should be secured. When the fund needs replenish- 
ing, these receipts are summarized and OK'd by the office man- 
ager or some other official, and a check is cashed for these total 
payments and the proceeds deposited m the fund. By this sys- 
tem, which is commonly referred to as the “imprest system," the 
amount of cash in the fund at any time plus the amount of the 
vouchers should equal the total with which the fund is operated. 

When the reimbursing check is cashed, the various accounts 
affected by the petty cash disbursements are debited, and thus in 
effect all petty cash payments become “payments by check." 
The fund may be reimbursed each day, each week, or at the close 
of the month. The reimbursing check may be cashed at the bank 
or from the daily receipts. In the latter case it should be deposited 
in the bank in the place of currency, so that the total of the re- 
ceipts will appear as bank deposits. The entries for disburse- 
ments are made in the Cash Disbursements Book. Although not 
incorrect, it is useless work to credit the payments to the Petty 
Cash Fund and charge that account with the reimbursing check. 

PAYROLL DEPARTMENT 

The function of this department is to accumulate and assemble 
the payroll and to facilitate the prompt payment of the em- 
ployees on the regular pay-days. In this department are kept 
the records from which the total payments made to each em- 
ployee for the year are calculated and reported to the employee 
and to the Bureau of Internal Revenue as information at the 
source for personal income tax purposes. The actual payments 
made to the employees may be either by check or in currency and 
should be made by some officer other than those of the payroll 
department to prevent fraudulent padding of the payroll. Ordi- 
narily the cashier's office makes the actual payments. If pay- 
ments are made by cash the clock card is sometimes receipted by 
the employee; if they are made by check the canceled check is 
usually considered sufficient receipt. Where the number of em- 
ployees is large the work of the payroll department is more 
evenly distributed by staggering the pay-days. It may be desir- 
able to pay off one-fifth of the force each of the first five days of 
the week. This is simply a method of expediency in order to 
utilize more fully the minimum equipment and clerical force 
necessary to handle the payroll. See payroll forms, opposite. 
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CASH SHORTAGE AND OVERAGE 

When the balance of the cash book does not agree with the 
amount of cash on hand as shown by actual count, and the error 
cannot be rectified at the time, an entry is made in the cash book, 
on whichever side necessary, in an amount sufficient to bring the 
book balance into agreement with the actual cash balance. The 
other account to be debited or credited, as the case may be, is 
a clearing account; “Cash Short and Over.'' If the cause of the 
discrepancy is subsequently discovered, the item should be trans- 
ferred from “Cash Short and Over” to its proper account. 

Usually the Cash Short and Over account is treated as an in- 
come or expense account, depending upon the nature of its bal- 
ance, and is closed into Profit and Loss at the end of the period. 
Sometimes it is treated as an asset or liability account, depending 
upon the amount of the discrepancy shown and its probable 
cause. Also, a large shortage should be charged to surplus. 


HANDLING CASH SALES IN THE ACCOUNTS 

Simple System. — ^Where an analysis by kind of commodity is 
unnecessary, a simple method of booking cash sales is by entry 
in a “Sales^' column provided in the cash book, the total of which 
is posted to the credit of “Sales” in the ledger. Under this 
method, cash sales need not be entered in the sales journal. 

It is sometimes desirable to distinguish between cash and 
charge sales, thus requiring two accounts, the “Sales on Account” 
and the “Cash Sales,” to show the total sales for the period. 
This is accomplished by the use in the sales journal of the “On 
Account” and “Cash” columns whose totals furnish the amounts 
for posting to the two ledger accounts. Even if it is desired to 
have two sales accounts, the cash and charge, for each depart- 
ment, the necessary information can be secured by providing in 
the sales journal two columns, a cash and a charge for each de- 
partment and posting their totals to the two sales accounts. 

Departmental Sales. — ^When it is desired to keep an account 
to show the total cash sales of all departments and at the same 
time to keep one sales account for each department, in which will 
be recorded both cash and charge sales, the purpose is accom- 
plished by providing the sales journal with two total or general 
columns — ^in addition to the departmental columns — one for charge 
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and one for cash sales, and by carrying a Cash Sales column in the 
cash book. The items in the Cash Sales column in the sales j oumal 
are distributed to the proper analytic columns for classification. 
At the end of the period, the totals of these analytic columns 
(which include both cash and charge sales items) are posted to the 
credit of the proper departmental accounts in the ledger. The total 
of the Cash Sales column in the sales journal, however, is posted to 
the debit of Cash Sales in the ledger, which will be offset by a 
corresponding credit item from the Cash Sales column in the cash 
book. These two totals should agree provided the books are com- 
pletely posted. 


WORKING CAPITAL 

One definition of working capital which has been the tradi- 
tional one, is the excess of current assets over current liabilities. 
In many published reports of corporations, however, the term is 
now used to signify merely current assets, while “net working 
capital” is employed to designate the excess of current assets over 
current liabilities. Below is shown a statement of working cap- 
ital taken from the 1933 report of the General Motors Corpora- 
tion: 

Statement of Working Capital 


Current Assets Dec. 31, 1933 Dec 31,1932 


Cash, U. S. Government and other marketable 
securities $177,303,966 $172,780,695 

G. M. Management Corp. 6 % bonds, due March 

15, 1934 375,000 

Sight drafts 3,070,585 4,126,901 

Notes and accounts receivable 21,180,677 27,591,756 

Inventones . 116,584,600 75,478,612 

Prepaid expenses 2,500,779 3,280,910 


Total Current Assets $320,015,607 $283,258,874 


Current Liabilities 

Accounts payable and accrued liabilities $ 50,299,407 $ 40,566,749 

TJ. S. and forei^ income taxes . . .... 12,673,537 498^466 

Employes savings funds, payable within one 
year ... . . .... 11^78,956 15,193,660 

Contractual liability to G. M. Management 

Corp., due March 10, 1934 368,006 — 

Accrued preferred dividends 1,562,805 1,562305 


Total Current Liabilities $ 76,182,711 $ 57,821,680 


Net Working Capital $243,832,896 $225,437,194 
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BALANCE SHEET FORM SPONSORED 


Cash* 


Assets 


On hand 
In bank 


$ 


Notes and accounts receivable* 

Notes receivable, customers* (not past 

due} $ 

Accounts receivable, customers* (not 

past due) 

Notes receivable, customers* (past due) 
Accounts receivable, customers* (past 
due } __ 

Less — 

Reserve for bad debts $ 

Reserve for discounts, freight, al- 
lowances, etc. 

Inventories: 

Raw material on hand 

Goods in process 

Uncompleted contracts $ 

Less payment on account ^ 

Finished goods on hand 

Other current assets: 

Marketable securities 

Indebtedness of officers, stockholders, 

and employees 

Indebtedness of affiliated companies 
(current) 

Total current assets 

Investments* 

Securities of affiliated companies 

Indebtedness of affiliated companies — 

not current 

Other (state important items sepa- 
rately) — 

Fixed assets. 

Land used for plant $ 

Buildings used for plant 

Machinery 

Tools and plant equipment 

Patterns and drawings 

Office furniture and fixtures 

Other fixed assets (describe fully) 


» • $ . . . . 


Total fixed assets- 


Reserves for depreciation, deple- 
tion, etc. (describe fully) 

Deferred charges: 

Prepaid expenses, interest, insurance, 

taxes, etc. 

Other assets (describe fully) 


Total 



When the balance sheet is that of a corporation, the State under whose laws 
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BY THE FEDERAL RESERVE BOARD 


Liabilities 

Notes and accounts payable: 

Secured liabilities — 

Obligations secured by — 

Customers' accounts assigned, 

to the amount of $ 

Liens on inventories 

Securities deposited as col- 
lateral 

Other collateral . . 

Unsecured notes — 

Acceptances made for merchandise 

or raw material purchases $ 

Notes given for merchandise or raw 

material purchased 

Notes given to banks for money bor- 
rowed 

Notes sold through brokers 

Notes given for machinery, addi- 
tions to plant, etc 

Notes due to stockholders, ofiicers 
or employees 

Unsecured accounts — 

Accounts payable for purchases (not 

yet due) $ 

Accounts payable for purchases 

(past due) 

Accounts payable to stockholders, 
officers, or employees . . 

Accrued liabilities (interest, taxes, wages, etc.) 

Other current liabilities (describe fuUy) $ . . . 

Total current liabilities 

Fixed liabilities: 

Obligations secured by — 

Mortgage on plant (due date) $ 

Mortgage on other real estate (due 

date) 

Chattel mortgage on machinery or 

equipment (due date) 

Other funded indebtedness (de- 
scribe fully) 

Total liabilities 

Net worth: 

If a corporation — 

(a) Preferred stock (less stock in 

treasury) 

(&) Common stock (less stock in 

treasury) 

(o) Surplus: 

Capital or paid in $ 

Arising from revaluation of 

capital assets 

Earned (or dejdcit) 

If a person or a partnership — 

(a) Capital 

(6j Undistributed profits or deficit 

Total 

Contingent liabilities — classify and explain, 
it IS organized should be indicated. 
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FORM OF INCOME STATEMENT SPONSORED BY THE 
FEDERAL RESERVE BOARD 


Gross sales 

Less outward freight^ allowances and returns 

Net sales 

Inventory beginning of year 

Purchases, net (or cost of goods produced) _ 

Less inventory end of year 

Cost of sales 

Gross profit on sales 

Selling expenses (itemized to correspond 
with ledger accounts kept) 

Total selling expenses 

General expenses (itemized to correspond 
with ledger accounts kept) 

Total general expenses 

Administrative expenses (itemized to coi> 

respond with ledger accounts kept) 

Total administrative expenses 

Total expenses 

Net profit on sales 

Other income: 

Income from investments 

Interest on notes receivable, etc 

Gross income 

Deductions from income: 

Interest on bonded debt 

Interest on notes payable 

Taxes, depreciation, etc. (separately 
shown) 

Total deductions 

Net income for the period 

Add special credits to profit and loss (sepa- 
rately shown) 

Deduct special charges to profit and loss 
(separately shown) 

Profit and loss for period 

Surplus beginning of period 

Add or deduct items in the surplus account 
attributable to prior periods 

Dividends paid 

Earned surplus at end of period 



If a profit-and-loss statement is prepared for more than one year it should be 
set up in comparative form 


The income statement is a summary of the operating results 
oTer a given period of time — ^the various sources of revenue and 
the various sources of outgo, together with the final net results. 
Various other names are given it, among which are the following: 
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Profit and loss statement (or accoimt) 
Income account (or sheet) 

Operatmg statement 
Statement of operatmg results 
Summary of income and e3q)ense 
Statement of earmngs 
Statement of expense and revenue 
Revenue statement 
Statement of loss and gain 


RELATION BETWEEN BALANCE SHEET AND INCOME 
STATEMENT 


Greer in “How to Under- 
stand Accounting” indicates 
by means of a diagram, as 
shown opposite, how the items 
of the balance sheet and of the 
income statement are related 
to one another. Assets pro- 
duce income, as noted, and the 
income is in turn distributed 
to those holding equities in the 
enterprise — ^that is to say, as 
interest to bondholders and 
other creditors, and dividends 
to stockholders. 


BALANCE SHEET 



LOCATING TRIAL BALANCE ERRORS 

Errors in Posting. — ^The more common errors made in posting 
are: 


1. Posting to wrong account 

2. Transposition of figures in posting 

3. Posting wrong amount 

4. Posting to wrong side of the account 
6. Posting the same item twice 

6. Not posting the item at all 

Unless offsetting errors exist, all but the fiirst are disclosed by a 
trial balance. Whether or not the first is ever uncovered will 
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depend on (1) the nature of the accounts involved and (2) the 
thoroughness with which postings are rechecked. An amount 
posted to the wrong account receivable will usually be discovered 
by the customers when they examine their statements. An amount 
posted to the wrong nominal account will probably never be dis- 
closed unless the postings are completely rechecked. 

Procedure in Locating Errors. — ^The following procedure is 
suggested in Himmelblau, ‘^Fundamentals of Accounting”; 

1. Determine the amount of the difference — ^it is useless to look for a 

difference unless its amount is known. 

2. Refoot the trial balance — differences in a single figure or in two 

adjacent figures of the trial balance totals are often due to 
errors m footmg. 

3. Compare the ledger balances once more with the trial balance and 

at the same time foot the ledger columns since the last trial bal- 
ance and subtract again for the present balance. Note any 
obscurity in the figures used in determining the preceding trial 
balance. 

When footing either the trial balance or the ledger accounts, 
it is well to remember that the same error in footing may be 
made twice. Hence, in refootmg, it is desirable that the book- 
keeper foot in a different manner — e.g., foot from the bottom 
up rather than from the top down, use an adding machme if the 
number of postings warrants, have some one else refoot the 
ledger, and so on. 

4. See that the totals of books of original entry properly crossfoot 

and that these totals are all properly included in the trial bal- 
ance accounts. 

5. If the difference represents an apparent excess of debits over 

credits, some item may have been entered twice among the 
debits in the books of origmal entry. The latter should be 
examined for such a sum. 

6. If the difference is divisible by two and represents an apparent 

excess of debits over credits, one-half of the amount may be 
looked for among credits in books of origmal entry, since such 
a credit, if posted as a debit, would cause a discrepancy of this 
nature. 

7. A transposition is a reversal of two adjoining figures of an amount; 

$86 00 posted as $68.00 is an example. Transpositions always 
result in differences divisible by 9 and the quotient of that 
figure (neglecting zeros) divided by 9 is the difference between 
the transposed figures. Thus, in the example given, the differ- 
ence ($86.00 — $68.00) $18 00 divided by 9 gives a quotient 
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of 2 which, ignoring the zeros, is the difference between the 
transposed figures 6 and 8. The zeros in the quotient indicate 
how many columns to the left the transposed figures are. In the 
case given, the two zeros show that the transposition is between 
digits in third and fourth columns to the left. 

8. Examme the folio columns of the books of original entry for post- 

ing references. Amounts without posting references should be 
traced immediately to the ledger. 

9. Check the previous trial balance with ledger. An offsetting error, 

for example, may have been made in a prior month, part of 
which has been corrected subsequently either on the books or 
on the later trial balance. It may then be necessary to go back 
over a prior month's accounts. 

10. After exhausting these and other devices that may come to mind, 

the only remaining method is to recheck completely the post- 
ings to the accounts which were made during the period follow- 
ing the last trial balance. The best procedure is to check from 
the book of final entry to the books of original entry, which is 
the reverse of the me^od followed in the original posting. 

11. It is never safe to charge off a small difference because such a 

difference may really mean a large debit less a large credit, or 
vice versa. Only in exceptional cases is it practicable to carry 
a difference forward with the hope that it right itself or be 
found in the indefinite future. 


WORK SHEET AND CLOSING ACCOUNTS 

For the purpose of incorporating the adjustments in the trial 
balance at the close of a period and of separating the accounts into 
two groups, namely, those which are to be summarized in the 
profit and loss and those which make up the balance sheet, a regu- 
lar form is used known as the “worksheet.'^ On pages 16-17 is pre- 
sented an example of the work sheet for a manufacturing com- 
pany, containing also two columns for the separation of the 
manufacturing cost items, with a view to their summarization in 
the cost of manufacture statement. The data needed for adjust- 
ing and closing the books are listed below: 

1. Inventories: 

Finished Goods S30,000 

Goods in Process 25,000 

Raw Matenals 22,000 

Factory Supplies 1,000 

Office Supplies 500 
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2 Estimate of doubtfxil accounts: % of 1 % of net sales. 

3. Estimate of depreciation of plant and equipment At the rate of 8 % 

per year, to be allocated % to manufacturmg and % each to selling 
and general office. 

4. Accrued interest income amounts to $75. 

5. Unexpired insurance is $4,500. 

6 Accrued direct labor is $4,000, indirect labor $1,000, and bond mterest 
cost $187 50. 

7. Prorate the following expenses departmentally: 

(a) Light, heat, and power, 80% to factory, 7% to selling, and 13% 

to office. 

(b) Plant repairs and maintenance, % to factory and % each to 

sellmg and office. 

(c) Insurance, 50% to factory, 40% to sellmg, and 10% to office. 

8 Amortize bond discount $37.50 for the month of January. 

PRO-FORMA BALANCE SHEET— HOW PREPARED 

Definition. — ^This is a hypothetical balance sheet drawn up to 
reflect all the adjustments arising from and incidental to certain 
proposed financial transactions. It is also called the “modified 
statement.” It is often used in circulars issued by bankers when 
offering a company's securities for sale in order to show how it is 
proposed to employ the funds, and in that connection it is some- 
times referred to as the “refinancing statement.” It is also in- 
cluded in reports to stockholders, whose permission is sought for 
certain major transactions, such as readjustment of capital struc- 
ture, reorganization into a new corporation, merger, and con- 
solidation. 

Procedure in Drawing up Pro-forma Balance Sheet. — ^The 
procedure involved in drawing up this type of balance sheet is 
indicated in Himmelblau, “Advanced Auditing,” by the following 
illustration: 

X. Y. Z. Corporation 
Balance Sheet -December 31, 19 — 

ASSETS LIABILITIES 

Cash . $ 1,000 Bank Loans . . . 

Receivables 15,000 Accounts Payable . ... 

Inventories 45,000 Capital Stock 

Plant less reserve 89,000 Surplus 

$150,000 


$ 70,000 

40.000 

20.000 
20,000 

$150,000 
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It is proposed first, to sell $75,000.00 of first mortgage bonds at 
the price of 90; second, to retire $60,000.00 of bank loans; and 
third to appraise the properties. The sound value is taken to be 
$125,000.00. 

The following journal entries reflect the foregoing proposed 
transactions: 


Deferred Charges (Discount on Bonds) . . . $ 7,500 

Cash ... 67,500 

First Mortgage Bonds . . . $75,000 

Bonds to be sold to Jones & Snuth per contract dated 


Bank Loans 

Cash 

Bank Loans to be paid. 



60,000 

60,000 

Pla,Tit , . . 


36,000 


Capital Surplus . . . ... 

Sound appraised value at December 31, 1927 . . 
Depreciated book value at same date is 

Increase 

$125,000 
89,000 
$ 36,000 

36,000 


Posting the foregoing entries to the work sheet, we have the 
following: 


X. Y. Z. Corporation 
Working Papers- December 31, 19— 



Per 

Balance 


Adjustments 

Balance 
Sheet as 

ASSETS 

Sheet 


Debit 

Credit 

Adjusted 

Cash 

. ... 1 1,000 

(i)$ 

67,500 

(2)$ 60,000 

$ 8,500 

Eeceivables 

15,000 


- 

— 

15,000 

Inventories . 

45,000 


- 

— 

45,000 

Plant less Reserve 

89,000 

(3) 

36,000 

— 

125,000 

Deferred Charges . . . 

$150,000 

(1) 

7,500 


7,500 

$201,000 

LIABILITIES 

Bank Loans 

.... $ 70,000 

(2) 

60,000 

— 

$ 10,000 

Accoimts Payable .. 

.... 40,000 



- 

40,000 

First Mortgage . 

- 


— 

(1) 75,000 

75,000 

Capital Stock 

20,000 


— 

— 

20.000 

Surplus 

20,000 


— 

— 

20,000 

Capital Surplus 

... - 


- 

(3) 36,000 

36,000 

$150,000 

$171,000 

$171,000 

$201,000 
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Arranging the data in the adjusted” column in conventional 
balance sheet form gives the balance sheet as of December 31, 19-, 
adjusted to reflect the new financing, which is as shown by the 
following; 


X. Y. Z. Corporation 
Balance Sheet -December 31, 19— 


(Adjusted to reflect proposed sale of $75,00 First Mortgage Bonds, 
proposed retirement of Bank Loans and appraisal of Plant) 


ASSETS 

Current Assets: 

Cash $ 8,500 

Receivables 15,000 
Inventones . . 45,000 $ 68,500 

Plant (at sound value ap- 
praised by Brown & Co. 
as of December 31, 19- 125,000 

Deferred Charges 7,500 

$ 201^0 


LIABILITIES AND NET WORTH 

Current Liabilities • 

Bank Loans $10,000 
Accounts Payable 40,000 $ 50,000 


First Mortgage Bonds 

75,000 

Net Worth 


Capital Stock 

$20,000 


Capital Surplus 

36,000 


Surplus 

20,000 

76,000 


$ 201,000 


Nature of Adjustments. — ^The following is a list of specific 
adjustments found by an examination of published pro-forma 
balance sheets: 

1. Issuance of bonds. (This is one of the most common adjust- 

ments.) 

2. Issuance of stock 

3. Sale of property 

4. Sale of securities owned 

6. Liquidating notes payable 

6. Liquidation of current liabilities 

7. Retirement of bonds 

8. Withdrawal of securities owned 

9. Withdrawal of cash 

10. Payment of stockholder's personal account 

11. Advances to affiliated companies 

12. Purchase of plant and inventories 

13. Stock dividend 

14. Elimination of book value of goodwill 
16. Appraisal of goodwill 

16, Appraisal of properties 

17. Readjustment of capitalization 
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GENERAL RULES FOR CONSOLIDATION OF BALANCE 

SHEETS 

The purpose of the consolidated balance sheet is to show the 
status of two or more affiliated concerns regarded as a unit. Be- 
fore the accounts of the affiliated companies can be consolidated 
all inter-company accounts must be reconciled. Inter-company 
dividends and sales, and inter-company stock holdings must be 
eliminated. Elimination of inter-company stock holdings involve 
the following; 

1. When the holding company acquires the subsidiary's stock at book 

value, its investment account is exactly offset by the par value 
of the capital stock and surplus of the subsidiaries. Both are 
diminated. 

2. If the holding company has paid less than the book value of the 

subsidiary's stock purchased, the excess represents a premium 
which is carried on the consohdated balance sheet as "Good- 
will.” Otherwise the two items are eliminated. 

3. If the holding company has paid less than the book value of the 

stock of the subsidiary purchased, the difference is a contra to 
the "Goodwill” referred to in (2) ; or if there are no such in- 
tangible values to offset it, it may be shown as capital surplus. 

4. Any minority interest must be shown separately in the consoli- 

dated balance sheet. This interest comprises the par value of 
the capital stock held by the minority stockholders plus undis- 
tributed surplus applicable to these holdings. 

After all inter-company accounts are eliminated, the items ex- 
tended into the "Consolidated Balance Sheet” column of the con- 
solidated working sheet furnish the data necessary for the con- 
struction of the consolidated statement. The holding company 
is entitled to take up as profit or loss its share of any increase 
or decrease in a subsidiary's surplus subsequent to the date the 
controlling interest was acquired. On the following pages appears 
a consolidated working sheet showing the method of eliminating 
the inter-company items. 

Consolidated statements, while they have definite advantages, 
also have certain shortcomings which must be allowed for in 
reading them. These are mainly due to the fact that in the 
process of consolidation the various companies as legal entities 
are disregarded. 



A Form of Consolidated Working Sheet 
Company A and Subsidiaries 
Working Papers — ^December 31 , 19 - 
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STATEMENT OF AFFAIRS AND DEFICIENCY ACCOUNT 

The Statement Defined. — ^The statement of affairs is used in 
insolvency cases to show lists of all assets at their book values 
and also at the values which they might be expected to realize 
upon a forced sale. Against this showing of assets, an analysis 
is set up of all claims against the business by its outside creditors 
on the basis of their relative preferences — ^preference creditors, 
fully secured creditors, partially secured creditors, and unsecured 
creditors. A sample statement of affairs is shown below. 

Deficiency Account. — ^It is customary to support the state- 
ment of affairs by a deficiency account, which is a statement of 
the losses expected to be incurred upon realization of the assets 
and must prove against the losses or deficiency as shown by the 


ABC Company— Statement 


Book 

Values 

ASSETS 

Items 

Expected 
to Realize 

Shrinkages 

f 3,000 

Cash 


9 2.500 

9 500 

250,000 

Accounts Receivable: 





Good. 

1100,000 

100,000 



Doubtful—wrth 50% 

80,000 

40,000 

40,000 


Bad 875,000 





Less Reserve..... 5,000 






70,000 


70,000 






30,000 

Claim Against Accommodated Party 





(Estimated to yield 50%) 


15,000 

15,000 

77,000 

Merchandise 


50,000 

27,000 

70,000 

Machinezy 


20,000 

50.000 


Securities Fledged \dth Creditors: 





Partly Secured: 




55,000 

Notes Receivable (Deducted contra). 

$ 55,000 




Fully Secured: 




75,000 

Buildings 

$ 55,000 


20,000 

110,000 

land (at market) 

125,000 


♦15,000 


Deducted contra 

$180,000 



30,000 

X Y Co. Stock (at market) 

$ 35,000 


♦5,000 


Deducted contra 





Excess over Claims against it 


10.000 


125,000 




125,000 

Total Unpledged Assets 


9237,500 


Less Preferential Creditors (see contra). 


5,000 



Net PVee Assets for Unsecured Claims. . . . 


9232.500 



Defidency (see Defidency Account) 


52.500 


9825,600 



9285,000 

9327,500 


* Increments in value. 

A B C Co. will be able to pay on the basis of the above diowing, 81.6 
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statement of affairs. It bears the same relation to this latter 
statement as the profit and loss account does to the balance sheet. 
Below is presented an illustration of the deficiency account. 

ABC Company 


Deficiency Account— December 31, 193- 


Estimated Shrinkages m 


Estimated Increments in 


Value: 


Value: 


Cash 

$ 500 

Land 

$ 15,000 

Accounts Receivable 

110,000 

X Y Co. Stock . . . . 

5,000 

Claim against Accom- 


Capital Sunk: 


modated Party 

15,000 

Capital Stock 

250,000 

Merchandise 

27,000 

Surplus 

25,000 

Machinery 

50,000 

Net Deficiency to be borne 


Bxuldmgs 

20,000 

by Creditors (see State- 


Goodwill 

125,000 

ment of Afiairs) 

52,500 


$347,500 


$347,500 


OF Affairs, December 31, 193- 


Book 

Values 

LIABILITIES 

Items 

Expected 
to Rank 

$249, OCO 

Unsecured Creditors: 

$310,000 

61,000 






$249,000 

61,000 

Partly Secured Creditors; 

$61,000 

55,000 





6,000 

25,000 

Fully Secured Creditors: 

§§ 

ii 

X Y Co. Stock Held as Security*. 



Excess of Security Carried contra. . 

$10,000 


175,000 

5,000 

Bonds Payable. $175,000 

Accrued Interest on Bonds..>w; 5,000 

$180,000 

180,000 



1 

1 

% 

} 


30,000 

Contingent UabiUties: 


30.000 

Maker, now bankrupt, will pay 50% 


1.500 

3.500 

Preferential Creditors: 

$1,500 


T 

Wages, IT • . 

3.500 


Deducted contra, 

$5,000 


250,000 

Paplfal Sl>yu*1p. 



*25,000 

Surplus.*.. 






$825,000 



$285,000 


cents on the dollar of all unsecured claims. 
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REALIZATION AND LIQUIDATION STATEMENT 


The realization and liquidation statement presents a summary 
of a trustee’s or receiver’s administration of the affairs of a failed 
concern. New assets are acquired, new liabilities incurred, assets 
are sold, liabilities are liquidated, expenses are incurred, and in- 
come is carried; and at the close of a given period there are ordi- 
narily balances of unrealized assets and unliquidated liabilities. 
All these activities are reflected in the realization and liquidation 
statement. Since the information shown is essentially a sum- 
mary of the journal entries for a given period, the data can most 


Blank Cob 
Rzauzation akd 


Assbts Taken Over. 

Cash (see Receiver’s Cash Account) . 
Accounts Receivable 
Merchandise 
Other Property. ... 


Disposition op LiABnjnxBB. 
Notes Payable. . 

Accounts Payable 

Accrued Expenses .... 
Bonds Payable 


Operations op the Receiver: 
Expenses: 

Merchandise originally taken over 

Purchases 

Merchandise Returned to Owner ... 

Cost of Goods Sold 

Profit on Sales (earned down) 


Selling E:qpense8 

Expenses of Reoeiver*s Adm. 
Losses on Realization 
Accounts Receivable 
Other Property 

Values Returned to Owner* 
Cash. 

Accounts Receivable . 

Merchandise 

Other Property 


Onginal 


S 4,000 
120,000 
60,000 
600,000 


$ 684,000 


Liquidated 


$ 70,000 
100,500 

14,000 


$ 184,500 


$ 60,000 
70,000 


Acqmred 
Under Re- 
ceivership 


$221,000 

80,000 

70.000 

20.000 


$ 391,000 


Continued 


$ 45,000 

42,000 

200,000 


$ 287,000 


$ 130,000 

20,000 


$ 110,000 

21,000 


$ 131,000 


$ 10,000 

7,500 

25,000 

6,000 


$ 500 

75.000 

20.000 

445,000 


Total 


$ 225,000 

200,000 

130.000 

520.000 


$ 1 . 075.000 


Total 


115.000 
142,500 

14,000 

200.000 


$ 471.500 


$ 48,500 


$ 48.500 


$ 540.500 
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easily be secured from column totals in journals, analyses of 
^^Sundry” columns, etc. The statement may be prepared so as 
to show either the book or appraised values of original assets. 

The realization and liquidation statement is usually accom- 
panied by a ^‘receiver’s cash account,” which presents the cash 
receipts and disbursements for the period, and a profit and loss 
account which shows something of the detail in connection with 
the gains and losses on realization as well as the income and 
expense items from operation. An example is given below. 


POBATIOK 


Liquidation Account 



Original 

Acquired 
Undw Re- 
ceivership 

Total 

lilABILXTIBS AaSTTMliD. 

Notes Payable 

Accoxmts Payable 

Accrued Expenses 

Bonds Payable . «. 



$ 35,000 
32.500 

$ 

w 






471,500 



Disposed of 

Contmued 

Total 

DisposmoiT OP Assets: 

Cash (see Receiver's Cash Acct ) 
Accounts Receivable: 

Amount Collected . 

Loss on Bad Debts 




$ 

225.000 

200.000 

Merchandise: 

Sold for (see next section) . . . 

Profit on . . 

.$131,000 

21,000 




130.000 

other Property; 

Sold for.. 

Loss on 

$ 69,000 
6 000 

75.000 



520.000 




$540,500 

$1,075,000 

Operations op the Receiver: 
Income: 

Sales 



$131,000 









!Profit on Sales (brought down) 

Rental 

Decrease in Value of Business under 
Receivership 



$ 

21,000 

1,000 

26.500 





JL 

48,500' 

Valtjes Returned to Owner. 

Notes Payable 

Accounts Payable. . . ... 

. 


$ 45,000 
42,000 
200.000 



Bonds Payable 









$ 

287.000 
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TAKING THE PHYSICAL INVENTORY 

Necessity for Physical Inventory. — Physical inventory refers 
to the actual count and determination of the materials and mer- 
chandise owned. All business concerns find it desirable to take 
physical inventories periodically. Perpetual inventories do not 
eliminate the need of physical inventories, since it is practically 
impossible to avoid errors and omissions in such records, and 
physical inventories are needed to correct and adjust such errors. 
The inventory may also be taken by the continuous method, 
by which a separate organization is responsible for a constant 
count, inspection, and report upon designated parts of the stock. 

Suggestions Regarding Procedure. — ^In preparation for in- 
ventory taking each department should be fully informed con- 
cerning the scope and character of the work to be done. The 
purchasing department should be instructed to verify and pass 
on to the accounting department all invoices covering material 
received up to the inventory date, and to submit lists of all items 
in transit and of all materials received for which invoices were 
lacking at inventory date. All invoices in dispute should be 
promptly adjusted and passed to the accounting department. 
The general accounting department should be instructed to recon- 
cile with the books all statements of accounts received from the 
vendors and to adjust any differences that exist between the 
vendors' accounts and the company's records. Lists of all goods 
billed prior to inventory date which are still awaiting shipment 
and of all goods out on consignment should be prepared. The 
department should see that all material transactions are properly 
recorded against the respective accounts and that the labor dis- 
tributions are balanced with the payrolls and charged to the 
proper production orders. All price records should be brought 
up to date and all expense standing orders should be closed. Prior 
to closing the plant for inventory, the production department 
heads should see that all manufacturing orders are balanced with 
material so that there will be no orders in the plant not covered 
by material and no materials in plant not covered by orders. 

No delivery or receipts of materials from plant should be per- 
mitted while the inventory is being taken. Shipments of goods 
should not be pennitted while the plant is closed down for inven- 
tory. The storerooms should have all materials in their posses- 
sion properly stored and labeled for easy identification and count. 
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GROSS PROFIT METHOD OF ESTIMATING 
INVENTORIES 

Explanation o£ Method. — ^The gross profit or percentage 
method of estimating inventories is based on the assumption that 
for successive periods the gross profit margin is fairly uniform so 
that it is possible to estimate the cost of goods sold and thus 
arrive at an approximate figure for the inventory on hand. Some- 
times an average gross profit per cent of two or more preceding 
periods may be taken as a better indication of what the current 
period's gross profit should be. When the average gross profit is 
determined, its amount, expressed as a per cent, subtracted from 
100% gives estimated per cent of sales for cost of goods sold. 

This method is never satisfactory for computing the value of 
inventories as a regular procedure, but may at times serve as 
a desirable check on the value placed on physical inventories. 
This method is particularly valuable in checking past inventories 
or in estimating the value of goods destroyed by fire when the 
only records available as to goods on hand at the time of the fire 
are the usual accounting records of sales and purchases, no stock 
records having been kept. The method is also applicable to the 
determination of inventories between the period at which phys- 
ical inventories are taken. Thus, if inventories are taken an- 
nually, monthly inventories may be estimated, the average in- 
vestment inventory throughout the year determined, and a more 
accurate rate of turnover computed. 

Application of Method Illustrated. — ^The following shows the 
application of the method. A fire occurred April 10, destroying 
completely the stock of merchandise. From the owner's records 
the following information was secured: Inventory January 1, 
$40,000; net purchases to April 10, $100,000; net sales to April 10, 
$160,000; average gross profit for preceding two years, 40%. Find 
the approximate value of the goods destroyed. Solution: 

Inventory January 1 $ 40,000 00 

Purchases . . . • . • 100,000.00 

Total stocks to be accounted for ... $140,000.00 

Deduct : 

Cost of Goods Sold: 

Sales to April 10 $160,000.00 

Cost multiplier (100% — 40% =* 60%) . ^ 

Cost of Goods Sold 96,000 00 

Estimated Inventory April 10 ... $ 44.00000 
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RETAIL METHOD OF INVENTORY 

Principles of Method. — The retail system of inventory is based 
on carrying all goods purchased at a retail sale price as well as 
at cost price. In the financial records purchases are always 
booked at cost. A stock record is kept, however, which carries 
purchases at retail sale price as well as at cost price. The prin- 
ciple of the perpetual inventory under this metiiod is shown by 
the fundamental formula: 

Opening Inventory + Purchases — Cost of Goods Sold = Final Inventory 

If all the values on the left side of the equation are retail sale 
values, the right side of the equation represents the final inven- 
tory valued at the retail sale price. Thus, if the opening inven- 
tory for use in the stock record is set up at the marked sale price, 
and purchases are similarly set up, the subtraction of the sales to 
date from the sum of the opening inventory and purchases gives 
the amount of stock on hand valued at the sale price. 

Reduction to Cost Basis. — ^In order to reduce an inventory, 
valued at retail sale price, to a cost basis, the per cent of mark-on 
of the cost price to give the original sale price must be applied. 
This per cent is based on the sale price and not the cost price, 
being determined by dividing the difference between sale and cost 
price (that is, the gross profit figure) by the sale price. Thus, 
a commodity costing $60 and marked to sell at $100 will, if sold, 
yield a gross profit of $40 which, given in terms of the sale price, 
is a 40% gross profit. This 40% is spoken of as the ‘^mark-on 
per cent.’^ The cost is, therefore, the difference between 100% 
and the per cent of mark-on, in this case 60%. That is, 60% of 
the sale price gives the cost price. This 60% is the cost multiplier. 

Accordingly, to reduce the inventory value at selling price to 
a cost price basis, it must be multiplied by 100% minus the per 
cent of mark-on, i.e., by the cost multiplier. 

Stock Record. — ^The use of the retail method thus requires a 
stock record from which the goods on hand as valued at selling 
price can be determined almost instantly and from which the 
per cent of mark-on can also be determined. In principle the 
method is simple. In practice it must be operated very carefully, 
else unreliable results will be secured. It seldom happens that 
merchandise will always move at the marked sale price. Adjust- 
ments are necessary. On an upward market, perhaps, a higher 
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price can be secured than the marked price. On a downward 
market or in order to move certain colors and styles, it may be 
necessary to mark down from the original sale price. 


INVENTORY INVESTMENT AND TURNOVER 

In establishing the minimum necessary inventory investment, 
all factors relating to the business should be considered. The 
stock should be sufficient for production needs and to meet nor- 
mal demands of customers. It should also allow a fair margin 
of safety for delays, strikes, breakdowns, and the like. 

Determining Investment. — ^Establishment of a minimum in- 
ventory investment involves consideration of the following: 

The amount of finished goods that should be in stock to insure 
prompt deliveries to customers. This will in turn depend, first, 
upon the sales budget, and second, upon any difference between 
the inventory at the begmning of the budget period and the esti- 
mated mventory at the close of the period. 

Completeness of assortment, parts, sizes or kinds (“balanced” in- 
ventory) . 

The time which elapses between ordering and receipt of merchandise. 

The types of merchandise used, that is, staples, specialties, novelties, 
or seasonal goods. 

Obsolete and slow-moving merchandise. 

Excessive or disproportionate quantities. 

The storage and stock space available. 

Overproduction or scarcity at sources of supply. 

Rising or falling market due to general business conditions. 

The production period or the time reqmred in each process of manu- 
facture. The limiting factor of manufacturing is usually found in 
some one process. The aim should be to have production dis- 
tributed more or less evenly throughout the period so as, first, to 
utilize plant to capacity and thus minimize mvestment in plant; 
second, to give regular employment, especially to skilled workers; 
and third, to replenish the finished goods only as required so as to 
keep down the investment in that stock. 

Time required to ship merchandise from stock. 

Material necessary to produce single unit. 

Quantities of merchandise usually sold m a given time. 

Quantities scheduled to be sold through special effort or sales cam- 
paign. 

Market conditions in regard to demand and competition. 

Margin of safety. 
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Inventory Turnover. — The turnover of inventory is used to 
measure the relative efficiency with which the inventory invest- 
ment is managed. This is the ratio of the volume of sales for 
a period to amount of the inventory and expresses the rapidity 
with which stocks of goods are sold out and replenished. The 
more rapidly inventory is turned over, the smaller is the amount 
of capital tied up in inventories to handle a given volume of busi- 
ness, and the larger will be the return earned on the capital, for 
with each turnover a margin of profit is realized and discounts 
are earned. The turnover is figured by dividing the average 
monthly inventory investments into either the sales or the cost 
of sales for the year. Whichever basis is adopted — sales or cost 
of sales — it should be consistently used in order to make com- 
parisons between periods valid. 


METHOD OF INCORPORATION 

Incorporation takes place under general state statutes. Some 
statutes relate to special types of corporations such as banks, 
railroads, etc., while others cover general types of corporations 
for which no specific statutes exist. The charter or certificate of 
incorporation constitutes the formal authority from the state for 
the existence of the corporation. All that is usually necessary in 
order to incorporate a business is to file with the secretary of 
state of the state in which incorporation takes place an applica- 
tion for a certificate of incorporation, or, in some states, the 
articles of incorporation, with a request for their approval. The 
information which must usually be shown on the articles of in- 
corporation is as follows: 

1. Name of corporation — ^must not conffict with names of other cor- 

porations registered in the state and may have to be in a cer- 
tain form. 

2. Nature of business to be conducted — a, corporation may be formed 

for any purpose not specifically forbidden by statute, 

3. Amount, tods, number of shares, and par value of capital stock 

to be employed in the business. 

4. Amount of paid-up capital and manner in which initial stock is to 

be paid up. 

5. Location of principal office — ^must be within the state where firm 

is incorporated. This refers to the principal corporate office — 

the principal business office may usually be elsewhere. 



HANDY OFFICE BOOK 


33 


6. Duration — ^may be limited or perpetual. In some states a maxi- 

mum life IS specified. 

7. Name and addresses of the first directors. A minimum number 

and qualifications as to age, residence, etc., are usually specified. 
The election of a board of directors requires a prelimmary meet- 
ing of the incorporators 

8. Names and addresses of incorporators The statutes usually pre- 

scribe the minimum number and qualifications as to age, resi- 
dence, citizenship, etc. Generally any one can be an incorpo- 
rator who is capable of contracting and holding property in the 
state under whose laws a corporation is to be created. 

Upon receiving the approval of its articles of incorporation by 
the proper oflSicial, usually the secretary of state, and upon receiv- 
ing the express or implied acceptance of the charter by the stock- 
holders, the legal existence of the corporation begins. Certain 
fees and taxes may have to be paid at this time and a copy of 
the articles must usually be filed with a county oflSicial 


POWERS OF A CORPORATION 

The powers of a corporation are obtained from the general cor- 
poration statutes and from the articles of incorporation. The 
general powers granted to a corporation are as follows: 

1. To sue and be sued under its corporate name. The name of a 

corporation must always be used in order to create enforceable 
contracts in favor of or against the corporation. The name may 
be changed by amendment to the certificate of incorporation 
without affecting the corporate entity. 

2. To use a seal. A corporation must use a seal only when a sealed 

contract would be required of an individual or when required 
by its by-laws. 

3. To buy, s^, and hold property. In some states this right is re- 

stricted to property pertaining to the business of the corpora- 
tion. 

4. To appoint directors, oflScers, and agents. 

6. To make by-laws. 

6, To dissolve itself. In most states only a certain majority vote of 

the stockholders is required to permit dissolution. 

7. To do all proper things necessary to carrying out the business of 

the corporation. 
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DOMESTIC AND FOREIGN CORPORATIONS 

A corporation is a domestic corporation in the state in which 
it was incorporated. If it operates in another state it is a foreign 
corporation in that state. Corporations created outside of the 
United States are known as alien corporations. 

A corporation operates outside its domicile, i.e., the state of its 
origin, only by courtesy of the other states. Foreign corporations 
are usually subject to special regulations, taxes, and restrictions, 
and may be excluded entirely as far as intrastate business is con- 
cerned, but interstate commerce cannot be prohibited by the 
states. That is, a state could not prevent a corporation of an- 
other state from selling goods within the state providing its fac- 
tories, stores, and oflSces were outside of the state. 


CORPORATE BY-LAWS 

The by-laws adopted by a corporation regulate its internal 
affairs. They must be consistent with public policy, with the 
constitution and statutes of its domicile, and with its certificate 
of incorporation. They bind the stockholders, oflScers, and direc- 
tors of a corporation. Others must have actual notice before 
being bound by them. 

The usual details provided in by-laws relate to the following: 

1. Stockholders' meetings 

2. The number, term of office, qualifications, special powers, meet- 

ings, committees, etc., of directors 

3. The election, term of office, qualifications, powers and duties, 

resignations, salaries, etc., of the executive officers 

4. The issuance and transfer of stock 

5. The corporate finances 

(a) Fiscal year 

(b) Working capital and reserves 

(c) Bank deposits and loans 

(d) Signatures and indorsements to checks, notes, etc. 

(e) Dividends 

(f) Regulations as to debt 

6. Sundry by-law provisions 

(a) Offices of the company 

(b) Corporate seal 

(c) Enforcement and amendment of by-laws 
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(d) Inspection of books 

(e) Surety bonds 

(f) Execution of contracts 

(g) Waiver of notice of meetings 


STOCKHOLDER’S PROXY 

Stockholder's right to vote by proxy is given by constitutional 
or statutory provision. The conditions of voting by proxy may 
be prescribed by the by-laws, if reasonable and not at variance 
with statutory law or charter. A form of proxy for a special 
meeting of stockholders is shown below: 


Proxy fob Special MiasTiNG of the Stockholders of 
The Blank Corporation 

I, THE Undersigned, a stockholder of The Blank Corporation, hereby make, 
constitute and appoint and or either of 

them, my true and lawful attorney and proxy with full power of substitution 
and revocation, for me and in my name, place and stead, to attend, smd rep- 
resent me at the special meetmg of the stockholders of The Blank Corpora- 
tion to be held on the . day of » 19 » and all adjourn- 

ments thereof, and thereat to vote upon all stock held or owned by me in all 
matters, and for the transaction of any and all business, that may come 
before the said meeting as fully and with like effect as I could if personally 
present and voting, hereby ratifying and confirmmg all that my said attor- 
neys, or either of them, may do or cause to be done in the premises. 

Dated 19 . 


Signed in the presence of : 


Stockholder 


NOTICE FOR SPECIAL MEETING OF STOCKHOLDERS 

Special meetings of stockholders usually require to be called by 
the president, or upon the order of the board of directors, or upon 
request, generally in writing, of a certain percentage of the stock- 
holders. The business to be transacted at a special meeting must 
be specifically set forth in the notice. A form of notice for a 
special stockholders' meeting is shown below. 
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Thb Blank Oobpobation 
NoncoB OF Special Meeting op the Stockholders 

Notice is hereby given that a special meeting of the stockholders of The 
Blank Corporation will be held at the prmcipal office of the company at 
298 South LaSalle Street, Chicago, Illmois, on Fnday, the 25th day of 
November, 19-, at one o’clock P. M., for the purposes of : 

(a) Considering and voting upon certain proposed amendments of the 

articles of mcorporation; 

(b) Considering and voting upon certain proposed amendments of the 

by-laws; 

(c) Considering and voting upon a proposed issue of One Million Dollars 

($1,000,000.00) of Ten-Year First Mortgage Bonds of the corpora- 
tion to be secured by an Indenture of Trust, to certain individuals 
as Trustees, covering the property of the corporation now owned 
and hereafter acquired to the extent described in the said In- 
denture ; 

(d) Executmg, if consent to the mortgage shall be voted, such consents 

in writing and duplicates thereof, and m such form, as are required 
by law; and 

(e) Transacting any and all such other business as may come before the 

said meeting. 


Being a majority of the Board of Directors 
of The Blank Corporation. 


MINUTE BOOK OF A CORPORATION 

To preserve a record of the meetings of the directors and stock- 
holders, and the business transacted thereat, use is made of a 
minute book kept by the secretary of the corporation. This book, 
as the source of authority for all the important acts and policies 
of the corporation, is a most important record. The record should 
be a complete history of the corporation from its organization 
through the entire period of its existence. Usually the first entries 
in this book, which is often a loose-leaf volume, are a copy of the 
corporation's charter and of its by-laws. The actions recorded in 
the minute book are usually in the form of resolutions which are 
adopted or rejected by vote. The essentials of minutes of direc- 
tors' meetings are the statements in successive order of: 
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1. The fact of the meeting, i e., that it "was held/* 

2. The place, hour, day, and date. 

3. The notice or its eqmvalent, i.e., that it was held; 

(a) Without notice, pursuant to a by-law provision, (1) when 

immediately following the adjournment of the annual 
meetmg, or (2) when all the members of the board were 
"then and there present m person*'; or 

(b) Without further notice (notice or its equivalent previously 

existmg), when resumed pursuant to, and at the place, 
hour and day stated m, a resolution of adjournment 
adopted at a previous meetmg; or 

(c) Pursuant to waiver of notice: (1) when notice was waived 

by all of the members of the board, or (2) when notice 
was waived (in writmg signed before the hour of the 
meeting) by those members of the board (necessarily a 
minority of the whole number) not present; or 

(d) Pursuant to notice given: (1) personally, or (2) by tele- 

graph, or (3) in writing (by mail or delivery in hand) ; 

4. The competency of the meeting to transact business, i e : 

(a) How many (and who) were present in person, and 

(b) How many (and who) were absent. 

5. The business transacted* 

(a) By votes upon motions made and seconded upon the matter 

to be acted upon; and/or 

(b) By votes upon motions made and seconded upon the adop- 

tion (or rejection) of a resolution proposed concerning 
the matter to be acted upon; and/or 

(c) By order or decision of the presidmg officer made or given 

"in the absence of objection ” 

6. Adjournment: 

(a) Upon a motion to adjourn sine die; or 

(b) Upon the adoption of a resolution to adjourn to a stated 

hour and day and a designated place. 


CORPORATION CALENDAR 

As a reminder of those formal corporate matters which must 
be attended to on certain dates, the corporation secretary pre- 
pares and carries forward a book, a card, or a card index of 
memoranda chronologically arranged, which relate to the filing of 
reports and returns to governmental bodies, notices of stockhold- 
ers’ and directors’ meetings, and other matters of corporate con- 
cern. This is known as the "corporation calendar.” The general 
plan suggested in the "Financial Handbook” is as follows: 
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Corporation Calendar 
Fiscal and Calendar Year 1934 

January: 

6th- Annual report due (for state of incorporation) first Tuesday. 

21st- Directors' meeting — adjourned from December 3, 1933 (without 
further notice) . 

February : 

12th -Notice of Directors* meeting, 18th. 

18th -Directors' meeting. 

21st -Prepare and mail annual report (for state where licensed as a 
foreign corporation) due before March 1st under penalty for 
failure to file. 

28th - Last day to mail annual report. 


March: 

4th - Close transfer books. 

5th - Arrange extension (if necessary) for income tax return for 1933. 
14th - Mail notices of annual meeting of stockholders. Prepare statu- 
tory list of stockholders. 

15th - Last day to file United States return of income for 1933 (unless 
extension granted). First instalment of tax due. 

Last day to file state income tax for 1933. 

25th - Annual meeting of stockholders 

Meetmg of board of directors (election of officers) . 


April* 

1st - File schedule of property with assessors. 

10th- Mail call ordered by directors for last instalment of subscriptions 
of increased common stock voted October 8th, 1933. 

20th -Check assessment of franchise tax (in state where licensed as 
foreign corporation) on the basis of proportion of capital (or 
capital stock) employed. 

24th - Notice of directors’ meeting, 28th. 

28th- Directors’ meeting. 


May: 

20th- Notice of directors’ meeting, 26th, 
26th - Directors’ meeting. 


June: 

1st - Pile capital stock report with Tax Commission. 

15th - Second instalment of United States income tax due. 
17th -Notice of directors’ meeting, 23rd. 

23rd - Directors* meeting. 


July: 

1st - Pay state franchise taxes during July. 

22nd -Notice of directors’ meetmg, 28th. 

28th - Directors’ meeting. 

31st - Last day to pay state franchise taxes without penalty. 
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OPENING BOOKS OF A CORPORATION 

The opening entries of a corporation have to do with the treat- 
ment of capital stock — authorized, issued, and umssued — subscrip- 
tions, calls, and instalments, payments by cash or by property. 
Kester (‘Trinciples of Accounting”) illustrates three different 
methods of opening the books as follows: 

First Method 

Case 1. Where subscription and payment are not simultaneous: 


(a) Subscribers $150,000 

Capital Stock Subscriptions . . $150,000 

To record subscriptions to the capital stock as fol- 
lows: 

A . . . ... . . .shares 

B « 

C “ 

Etc. 

(b) Cash 150,000 

Subscribers 150,000 

To credit subscnbers for the pasnnent of their sub- 
scriptions. 

(c) Capital Stock Subscriptions 150,000 

Capital Stock 150,000 

To record the issue of stock to all subscribers who 
have paid in full. 

(d) Organization Expense 1,000 

Cash 1,000 

To record the pa3anent of the costs of organizing 
the corporation. 

Case 2. Where the subscription and payment are simultaneous: 

(a) Cash . $160,000 

Capital Stock $150,000 

(b) Organization Expense 1,000 

Cash 1,000 


Second Method 

<a) Unissued Capital Stock 

Capital Stock Authorized . . .. 

(b) Subscribers . . .. 

Capital Stock Subscriptions 

(c) Cadi 

Subscribers 

(d) Capital Stock Subscriptions 

Capital Stock 

(e) Capital Stock Authorized 

Unissued Capital Stock 


$250,000 

$250,000 

160,000 

150,000 

150,000 

150,000 

150,000 

150,000 

150,000 

150,000 
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Third Method 



(a) Unissued Capital Stock 

$250,000 


Capital Stock . 

$250,000 

(b) Subscribers 

. 150,000 


Subscnptions . . 

150,000 

(c) Cash 

150,000 


Subscribers 

150,000 

(d) Subscriptions 

150,000 


Unissued Capital Stock 

150,000 


VOTING TRUSTS AND CORPORATE CONTROL 

A voting trust is a contractual device frequently employed in 
connection with the ownership of corporations whereby all or a 
majority of the holders of voting stock surrender their control of 
the corporation for a certain term of years to a body of several 
trustees. The object of the trust is to concentrate control of the 
corporation in the hands of a few individuals, usually from three 
to seven, who will adopt and continue certain administrative 
policies in behalf of bondholders, underwriting bankers, creditors, 
or the stockholders themselves. Their tenure of control over a 
certain period of years will prevent instability and uncertainty 
in the management and administration of the corporation that 
might otherwise result if control were scattered among thousands 
of stockholders. 

By the voting trust agreement, stockholders who subscribe to it 
assign their shares to the trustees and receive in exchange voting 
trust certificates evidencing their claim to their respective num- 
ber of shares when the trust is terminated. By this exchange the 
trustees become the legal owners of the stock, which is trans- 
ferred to their names as trustees on the books of the company, 
and vote the stock in the election of directors and otherwise 
exercise the full power of stockholders unrestricted or restricted, 
according to the terms of the agreement. The holders of the vot- 
ing trust certificates, as beneficiaries of the trust, are entitled to 
all dividends paid by the company on the stock except such por- 
tion as the trustees may be authorized by the agreement to retain 
in order to defray their expenses in the administration of the 
trust and to compensate themselves for their services. If the 
corporation declares a stock dividend, the trustees receive the 
ad^tional stock, issuing additional trust certificates. 



HANDY OFFICE BOOK 


41 


SUBSCRIPTION BOOKS 

Subscription Book. — ^This is a book of original entry in which 
are recorded the names and addresses of the subscribers, and the 
number and par value of the shares subscribed by each. A sepa- 
rate subscription book is kept for each class of capital stock. 

Subscription or Instalment Ledger. — ^In this book an account 
is kept for each subscriber, showing as debits the amounts of the 
subscriptions and as credits the amounts received on account of 
the various subscriptions. As soon as the stock is full-paid, there 
is no further current use of this ledger. 


STOCK CERTIFICATE BOOK 

This book is a bound record containing perforated sheets, one 
or more of which is filled out with the name of the stockholder 
and the number of shares the certificate represents. The certifi- 
cates are removed at time of issuance, being sent to the stock- 
holders as evidence of their interest in the proprietorship of the 
corporation. A stub for each certificate remains in the book. 
Canceled certificates are pasted to their corresponding stubs. 
Consequently the outstanding stock is represented by the ^*open” 
stubs in the certificate book. 

Each certificate has an assignment form printed on the back. 
When the owner wishes to surrender title he usually signs ^'in 
blank,” thus making the certificate transferable by delivery. 
Legal title, however, remains in the former owner until transfer 
is made on the corporation's book. A split consists in having 
a stock certificate canceled and two or more issued for the same 
aggregate number as were represented by the original certificate; 
or when two or more certificates are surrendered and one is issued 
in their place. 

The stock certificate book is kept by the secretary. If changes 
of ownership of stock are frequent it is customary to appoint a 
“transfer agent” (usually a trust company) to attend to the de- 
tails of the transfers. 

STOCKHOLDERS’ LEDGER 

The stockholders^ ledger is a record of the account with each 
shareholder, containing entries for shares issued and transferred. 
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The stockholder is credited with the shares issued and is debited 
with the shares transferred. In some states the stockholders’ 
ledger is required to be kept. In a few states it is held to be the 
book from which the right of the stockholder to cast votes for the 
number of shares owned by him shall be determined as to the 
number of such votes. The stock certificate or the transfer book 
may be used as a journal from which to post to the stockholders’ 
ledger. The balances are brought down to each stockholder’s ac- 
count after a transfer is made. A typical form of stockholders’ 
ledger (from “Financial Handbook”) follows. 


Form of Stockholders’ Ledger 


James D. Henderson, 

700 Lincoln Street, 

Chicago, 111 





Date 

Transfer 

Certificate 

Shares 

Shares 

Or. 

Page 

Number 

Dr. 

Cr. 

Balance 

19— 






Jan 7 

Original 

27 


1,716 

1,716 

" 25 

217 

92 


192 

1,908 

Feb. 2 

229 

92 

100 


1,808 

Apr. 27 

241 

416 


80 

1.888 

July 9 

263 

27 

16 


1,872 

1,962 

Sept 16 

280 

519 


90 

Dec 30 . . 

314 

416 & 519 

170 


1,792 


STOCK TRANSFER BOOK 

This book is employed to record transfers of shares of stock. 
Such transfers merely require an adjustment between the ac- 
counts of individual stockholders in the stock ledger. The gen- 
eral ledger accounts are not affected because the total amount of 
stock outstanding remains unchanged. Usually there are from 
two to six transfer forms on each page. The transfer book is a 
journal containing the original entries necessary to adjust the 
accounts and to record the following information: 

(a) Date of transfer 

(b) Kind of stock transferred 

(c) Numbers of certificates surrendered 

(d) Numbers of certificates issued in exchange 

(e) Number of shares 

(f) Name of transferor 

(g) Name of transferee 
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PREEMPTIVE RIGHT OF SHAREHOI.DERS 

When additional shares are issued by a corporation, they must 
first be offered, with certain exceptions to existing shareholders in 
proportion to their holdings, usually in the form of stock rights or 
subscription privileges, and only those not taken by the share- 
holders may be sold elsewhere. This right to the first opportu- 
nity to purchase additional stock, which is known as the pre- 
emptive right, aims to protect shareholders against the dilution 
of their existing interest in corporate assets and earnings and of 
their proportionate voting power. The right, however, may be 
abolished by statute, charter provision, or may be waived by 
vote of the stockholders. 


ESTIMATING BAD DEBTS 

Methods of Estimating Bad Debts. — ^According to the “Ac- 
countants* Handbook,** there are two principal methods of esti- 
mating uncollectibles at the close of the fiscal period. First, all 
customers* balances may be appraised, one by one, and the ac- 
counts deemed bad or very doubtful written off entirely or scaled 
down. The second method consists in estimating a blanket al- 
lowance based largely upon past experience. Under this method 
individual accounts are later charged against this allowance as 
their worthlessness is demonstrated. A combination of these two 
methods may also be employed. 

The first method may be employed to advantage in the case of 
concerns with relatively few but large credit customers. It has 
obvious objections where there are a large number of compara- 
tively small balances. The second method has been developed to 
avoid these diflSculties. 

A classification of receivables into three groups, good, doubt- 
ful, bad, is sometimes attempted at the close of the period. This 
implies a valuation of specific accounts in so far as the good and 
bad groups are concerned, but postpones final decision on all 
doubtful cases. In this case the blanket reserve is applicable, 
strictly, only to the doubtful group. 

Aging of Accounts. — ^In connection with the estimate of bad 
debts a classification and analysis of past-due accounts is advis- 
able. For this purpose columnar sheets may be used, columns 
being headed, for example: 
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1. Less than 30 days past due 

2. 30-60 days past due 

3. 60-90 days past due 

Etc. 

Terms of sale — ^particularly with reference to discounts — 
should be considered in determining a basis for classification 
which will be of real value to interested executives. 

Appraising Particular Accounts. — ^Even if a periodic adjust- 
ment is made in whole or in part on the basis of a blanket esti- 
mate it is necessary eventually to appraise the particular bal- 
ance, if it is not collected within a reasonable period. In this 
work the main general considerations are as follows: 

1. Length of time account has run 

2. Customer's practice with respect to discounts 

3. Trend of the account 

4. General character of dealmgs with customer 

5. Credit ratings and similar data 

6. Special investigations and reports 

Usually the customer’s balance is good, doubtful, or bad in its 
entirety. However, partial collection may occur in certain cases, 
particularly where one or more of the charges involved is in 
dispute. 

Bases of Estimating Allowance for Bad Debts. — ^Assuming 
the method of blanket estimate for imcollectibles, the principal 
problem to be dealt with is the selection of a base and the deter- 
mination of a percentage rate to be used. The principal bases 
upon which such an allowance may be calculated are as follows: 

1. Volume of account sales 

2. Total sales 

3. Accounts receivable outstanding 

The first of these is to be recommended, notwithstanding the fact 
that both of the others are used to some extent, as what is desired 
is the percentage of credit business which ordinarily proves to be 
uncollectible. The second basis is substantially the same as the 
first where there are few cash sales. The second basis may also 
be reasonable where credit conditions are fluctuating with the re- 
sult that the volume of account sales is not comparable from 
period to period. 
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The third basis should seldom if ever be used. The balance 
outstanding fluctuates from period to period in terms of other 
factors than credit sales, and in the case of a short accounting 
period some of the same charges may appear in the balances of 
two or more successive periods. The amount appearing in the 
allowance or reserve account from time to time can best be inter- 
preted as an offset to the total of customers^ balances outstand- 
ing; but it does not follow that the periodic addition to the re- 
serve can be most accurately estimated by applying a regular 
percentage to the outstanding balance. Where the allowance is 
calculated from the standpoint of “doubtfuP’ accounts only, how- 
ever, it may be expedient to work out a rate which can be applied 
directly to the total of doubtful accounts outstanding in deter- 
mining the allowance. 

ADJUSTMENTS OF ACCOUNTS RECEIVABLE 

Types o£ Adjustments. — ^These adjustments are in effect de- 
ductions made from the invoice value of accounts receivable so 
as to make the account approximate more closely its real value. 
The more common forms of adjustment are as follows: 

1. Bad debts 

2. Cash discounts taken by customers 

3. Sales returns, allowances, price adjustments, etc. 

4. Cost of services to be rendered free to customers 

5. Transportation charges, which are not prepaid but are deducted 

from the invoice by the customer, who sends the freight bill 
along with his remittance for the balance 

6. Losses from guaranteeing customers against price declines 

7. Collection costs 

8. Containers to be returned for credit by customers 

9. Unearned interest on receivables 

Method of Adjustment, — ^The adjustments are made by way 
of anticipating future losses, and because the amounts of those 
future losses can only be estimated, the adjustments are effected 
by setting up reserves, which are simply offsets to, or deductions 
from, the asset account, Accounts Receivable, the charges being 
made to an appropriate expense account. Thus, a reserve for bad 
debts is credited for the estimated amount of the uncollectible 
accounts carried on the books, while the charge is made to Bad 
Debts treated as a General Administrative expense. Subse- 
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quently, as individual accounts prove to be uncollectible, they 
are charged off against the Reserve for Bad Debts. Similar treat- 
ment may be accorded the other adjustments. For methods of 
estimating bad debts, see “Estimating Bad Debt Losses,” above. 


STATEMENT OF CUSTOMER’S ACCOUNT 

This is a statement rendered periodically, usually the last of 
the month, to each customer whose account shows a debit bal- 
ance. Frequently the date of sending the statement is recorded 


STATEMENT OF ACCOUNT 
New York, N. Y., 

Mr. J. P. Norton, 

1031 Blvd. F, Saratoga, Va. 

In account with 

D. COHEN & COMPANY 
Manufacturers of Ladies’ Waists and Suits 


1 

Balance 

$ 325 

40 



5 

Mdse, per bill rendered 

1,000 

— 



14 

II II II II 

575 

60 



17 

II 11 II II 

121 

25 

$2,022 

25 


CR. 





4 

Cash 

$ 500 

— 



10 

Mdse. ret*d. per credit 






memo 

50 

75 



20 

Note 

1,000 

— 

1,550 

75 


Balance due 



$ 471 



Jl9— 

May 


in the explanation column of the ledger account — a desirable 
practice from the credit viewpoint. 

The statement of account is a transcript or sometimes a sum- 
mary of the customer’s ledger account, containing all the charges 
and credits for the period covered. If there is a balance out- 
standing at the beginning of the month, the current statement 
opens with the balance item and is followed by lists of all 
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charges, payments, and other credits for the current period. The 
total credits are subtracted from the total charges and the bal- 
ance constitutes the amount now due and owing. Sometimes a 
statement of account is made out in detail, giving a copy of the 
original invoices which evidence the several sales transactions. 
Statements of accounts are issued in many different forms, but 
the one opposite (from Kester^s ^Trinciples of Accounting”) shows 
all the essentials. 


NOTE REGISTER— FORM AND USE 

The notes receivable journal or register is a special journal in 
which to record essential data pertaining to notes receivable 
transactions. The book may be used merely as a memorandum 
record for carrying the detailed explanation of the journal entry; 
or it may be used as an integral part of the accounting system, 
from which the ledger is posted. The use of this special journal 
is advisable when note transactions are numerous. A typical 
form of notes receivable register is shown on the following page. 
If the register is for memorandum use only, the “Amounts Cred- 
ited Columns” may be omitted from the register. 

The notes payable register differs but slightly from that for 
notes receivable register. 


ACCOUNTING FOR NOTES RECEIVABLE DISCOUNTED 

In order to show on the books the contingent liability on notes 
receivable which are discounted, the method of journalizing a 
note discounted transaction is as follows: 

Cash $xxz 

Interest Cost zxx , 

Notes Receivable Discounted 

At maturity when the note is paid by the maker to the one 
holding, the following entry is made by the one who had dis- 
counted it: 

Notes Receivable Discounted $xxx 

Notes Receivable . Sxxx 

The effect of the first entry is to set up a suspense account. 
Notes Receivable Discounted, representing the contingent liabil- 
ity on the discounted note. The effect of the second entry is, 
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first, to cancel the credit of the Notes Receivable Discounted ac- 
count, so as to show that the contingent liability has ceased; and 
second, to cancel the original debit to the Notes Receivable ac- 
count, made at the time the note was received. Usually no for- 
mal notice is received of the payment of the note by the maker, 
but as an indorser is promptly notified of any dishonor of a note, 
the fact that no such notice has been received is proof that the 
note has been paid. 

The two accounts. Notes Receivable and Notes Receivable 
Discounted, must be considered together, as the latter account 
represents a deduction from the former. In other words, the 
amount of notes receivable on hand is the amount shown by the 
Notes Receivable account less the amount shown by the Notes 
Receivable Discounted account. 


INSTALMENT BASIS OF ACCOUNTING FOR 
INSTALMENT SALES 

Significance of ‘‘Instalment Basis/^ — ^The accounting for in- 
stalment sales is not necessarily different from accounting for 
other sales. However, the regulations of the Treasury Depart- 
ment for income tax purposes, which permit the use of the “in- 
stalment basis” of reporting taxable gross income from such sales, 
have induced many taxpayers to make use of the special plan in 
handling instalment accounts. Under the instalment basis, one 
who regularly sells on the instalment plan may return as income 
in any taxable year that proportion of the instalment payments 
actually received during that year which the gross profit (sales 
less cost of goods sold) realized or to be realized when the prop- 
erty is paid for, bears to the total sale price. In effect, this means 
the recognition of gross margin only in terms of collection, and 
under this plan instalment accounts receivable become essentially 
memorandum charges rather than valid assets, and if introduced 
into the accounting system proper are offset by a special contra 
account. 

General Entries Required under Instalment Basis.— The 
following example from the “Accountants' Handbook” illustrates 
the entries. Assume that a radio dealer sells sets on the instal- 
ment plan during his first period of operation to the gross amount 
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of $25,000; that the merchandise cost of these sales is $12,500; 
that a deposit of 10% is required in ail cases on delivery; that 
instalments collected (exclusive of down payments) amount to 
$15,000 in the first period; that two customers default on sales 
amounting to $250 each after making the initial payment only, 
and that in one of these cases the set is recovered and taken baci 
into stock at $125, the other set being lost. In summarized form 
the necessary entries substantially in accord with the scheme 
originally outlined by the U. S. Treasury Department, are as 
shown below: 


( 1 ) 

Instalments Receivable Control 

(Also individual accounts) 

Instalment Revenue Deferred 

Merchandise Purchases 

To record making of contracts and delivery of sets. 

( 2 ) 

Cash 

Instalments Receivable Control 

(Also individual accounts) 

To record collection of down payments. 


( 3 ) 

Instalment Revenue Deferred 

Instalment Revenue Realized . 

To recognize realized margin on down pa3mients. 


Cash . . 

Instalment Receivable Control 

(Also individual accounts) 

To record collections other than down payments. 


( 5 ) 

Instalment Revenue Deferred . . 

Instalment Revenue Realized 
To recognize realized margin on collections. 

( 6 ) 

Instalment Revenue Deferred 

Merchandise Recovered 

Loss from Defaults 

Instalments Receivable Control , . 

(Also two mdividual accounts affected) 
To record defaults and recovery of one set. 


$ 25,000 

$ 12,500 

12,500 


2,600 

2,500 


1,250 

1,250 


15,000 

15,000 


7,600 

7,500 


225 

125 

100 


The charge to the deferred revenue account in entry (6) is the 
amount of such revenue applicable to the two contracts defaulted 
which has not already been recognized as realized. The use of 
a special merchandise account to record recovered goods is desir- 
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able, especially where the goods recovered are damaged, although 
such special account should presumably be closed later to regular 
stores or merchandise accounts. The loss from defaults is offset 
in a measure by the item of $25 of revenue realized on the down 
payments of the parties defaulting, which gives a net loss of $75. 
This may be checked as follows: 


Cost of merchandise $250 

Cash collected $ sq 

Value of goods recovered 125 175 

Loss on defaults 7. . . $ 75 


The balance in the deferred gross revenue account is now $3,525, 
which is just 50% of outstanding instalments, $7,050. It should 
be noted that in the example the percentage of gross margin to 
sales is assumed to be the same on all instalment business. 

The instalment gross revenue realized for the period in the 
exanaple is evidently $8,750, which is 50% of the cash collections 
of $17,500. Against this amount there is a special loss of $100 
to be charged, to say nothing of other expenses. 


TURNOVER OF RECEIVABLES 
The turnover of receivables expresses the relationship between 
the outstanding receivables and the volume of sales, and is used 
to measure the relative economy and efficiency realized in han- 
dling the investment tied up in customers^ accounts. The more 
rapid the turnover the smaller are the capital requirements of the 
business so far as this particular investment is concerned, and the 
greater efficiency shown in the collection of accounts. The turn- 
over is usually expressed by stating the number of days of aver- 
age sales outstanding in customers’ accounts. If the customers’ 
accounts outstanding amount to $200,000 and the average daily 
sales are $3,000, the turnover is 66 days. The average sales may 
be figured on the basis of 313 business days in the year. The 
rapidity of turnover depends partly on the terms of sale. If it 
is 50 days when the terms of sale are 60 days net, the indications 
are of efficient collection methods, providing most of the custom- 
ers do not take advantage of the discount offered for cash pay- 
ment. On the other hand, if the turnover is considerably in excess 
of 60 days it may either be evidence of lax collection methods or 
may simply be due to the general condition of business, in which 
case collections generally are slow. 
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LEGAL REMEDIES IN SALE OF GOODS 

The seller's remedies are as follows; 

1. If the goods are not delivered and title has not passed, the seller 

may rescmd the contract and sue for damages. 

2. If the goods are not delivered and title has passed, the seller has 

a hen on the goods if they were not sold on credit, or if the credit 
terms have expired, or if the buyer becomes msolvent before 
dehvery. 

3. If the goods are delivered and title has not passed, the seller may 

repossess the goods, and sue either for the price or damages. 

4 If the goods are delivered and title has passed, the seller can only 
sue for damages; he cannot reclaun the goods. 

The buyer's remedies are as follows: 

1. If the goods are not delivered and title has not passed, suit may 

be brought for damages. 

2. If the goods are not delivered and title has passed, the goods may 

be recovered by the proper proceeding, or damages may be 
sued for. 

3. If the goods are delivered or tendered and there has been a breach 

of warranty, buyer may — 

(a) Accept the goods, and deduct the amount of damages from 

the price or sue for breach of warranty. 

(b) Rescmd the contract, returnmg any goods received and 

recovering any payment made. 


DISTRIBUTION ACTIVITIES AND COSTS 

Divisions of Distribution Process. — ^The distribution func- 
tion may be broken down into a number of subdivisions of func- 
tional activity. These may differ in various enterprises accord- 
ing to the character of the distribution obtained and an activity 
of importance in one enterprise may be subordinate in another. 
In general, however, distribution may be said to consist chiefly 
of activities of the four types: 

1. Creating demand — ^that is, arousing effective desire on the part of 

the customer for the product which the enterprise has to sell, 
through advertising, promotion, solicitation, etc. 

2, Obtaining orders— that is, converting this demand into a specific 

agreement for the purchase of the product, through contact by 
salesmen or otherwise. 
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3. Handling and delivery — ^that is, conducting the physical operations 

incident to stonng, sorting, grading, packing, loading, shipping, 
transporting, and delivering the product. 

4. Realizing on the sale — ^that is, arranging credit terms, billing, post- 

ing, prepanng statements, coUectmg, handhng, and depositmg 
cash, with which may be mcluded for convemence other clerical 
work m connection with sales record-keeping generally. 

Subdivision of Main Distribution Function. — list of sub- 
functions which may be found in an industrial enterprise of sub- 
stantial size, and a similar list for a retailing organization, such 
as a department store, as given in “Accountants^ Handbook,” are 
.set forth below. 


Distribution Functions — Manufacturing Enterprise 


Creating Demand 
Advertising-Hspace 
Radio programs 
Direct mail 
Catalogs 
Samples 

Shows and demonstrations 
Contests, prizes, etc. 

Publicity 

Dealers* helps— displays, etc. 
Dealers* helps— material for distri- 
bution to customers 
Supervision of advertising and pro- 
motion 

‘Obtaining Orders 
Salesforce services 
Salesforce equipment, supplies, etc. 
Salesforce travel 
Mail and telephone solicitation 
Exhibits, sample rooms, etc. 
Supervision of salesforce 

Handling and Delevert 
Storage at distribution points 
Handling in warehouses 
Breaking bulk or case lots, etc. 
Picking stock to fill orders 
Packing 
Loadmg 
Shipping 


Outbound transportation 
Preparing invoices and idiipping 
documents 
Pncmg mvoices 
Extendmg and footing invoices 
Traffic and claims administration 
Supervision of storage and han- 
dling 

Supervision of clerical work 

Credits and CoLLEGnoNs 
Credit investigation 
Recording and posting sales in- 
voices 

Recording and posting cash collec- 
tions 

Preparing statements for cus- 
tomers 

Other customers’ ledger work 
Outside collection expense 
Credit insurance 

Supervision of credits and collec- 
tions 

General Sales Management 
Planning, budgeting, etc. 

Market analysis and research 
Experimental sales development 
work 

Sales analyses and reports 
General supervision of distribution 
activities 
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Distribution Functions — Retail Enterprise 


Purchasing 
Buyers* services 
Buyers* expenses 
Stock Cabrting 
Insurance, taxes, etc. 

Loss from- shortages 
Loss from damage, shop-wear, etc. 
Loss from style changes, etc. 
(mark-downs) 

Occupancy 
Store operation 
Store maintenance 
Store fixed cost 
Warehouse operation 
Warehouse maintenance 
Warehouse fixed cost 
Publicity 
Advertising (space) 

Direct mail 
Wmdow displays, etc, 
ih’emmms, etc. 

Selling 

Salesforce services 
Salesforce supplies, etc. 


Handling 
Receiving stock 
Inside handlmg 
Fillmg orders 
Packing 
Loading 
Delivery, etc. 

Truck and wagon operation 
Hired cartage 

Freight, express, parcel post 
Installation 
Servicing 
Administration 
Receiving records 
Stock records 
Billing 

Accounts receivable records 
Credits 
Collections 
Expense records 
General accounting 
Corporate expenses 
Outside services 
General admmietration 


BILL AND CHARGE SYSTEM OF HANDLING SALES 

By this name is known the method of writing up the customer's 
bill and using it as the basis for the charge to his account. The 
system is operated somewhat as follows: The duplicate sales 
tickets go to the auditing department, where they are first sorted 
by departments to secure the departmental analysis of the sales, 
and then re-sorted according to customers. Thus, if a customer 
has made purchases in more than one department, the tickets 
covering all his purchases are brought together. Each customer's 
monthly bill or statement of account is started at the beginning 
of the month on a folded bill-head perforated at the fold, the 
duplicate or under portion usually being somewhat wider, with 
loose-leaf binder punchings. On these bill and duplicate blanks 
the charges for the day are entered from the sorted sales tickets. 
This work is usually done on a billing machine with carbon roll 
or with carbon paper insertion. 



HANDY OFFICE BOOK 


55 


At the end of the day, the total amount of the charges entered 
on all monthly statements is either found by means of an adding 
machine or is indicated by the “tally strip” of the billing ma- 
chine. This total must be equal to the aggregate amount of all 
sales tickets for that day, thus proving the work of billing clerks. 

Customers' bills, after entry each day, may either be passed on 
to the bookkeepers who charge each customer's account with the 
day's total purchases as shown by the bill, or the bills are re- 
turned to the file until used again for subsequent purchases. In 
such case the bookkeeper enters the total monthly charge to the 
customer's account only once a month. Returned goods and al- 
lowances are also entered on these customers' bills, but in a sepa- 
rate column or on another portion of the sheet. The total charges 
entered on these statements must check against the total credit 
sales for the month, thus proving the additions of the bills. 

At the end of the month, the bill is torn from its duplicate and 
is passed to the bookkeepers. They enter the previous month's 
balance, if there is one, and the current payments on account, and 
extend the amount now due. After bills or statements have been 
mailed to the customers, duplicate bills are filed away, being 
virtually the detail of the ledger account, for use in case of dispute. 

This method of handling credit sales provides a ready means of 
getting the bills out on time, of assuring agreement between the 
ledger accounts and the bills, of freeing the ledger accounts of 
unnecessary detail, and of checking the total billings against the 
total sales tickets. 


ACCOUNT SALES IN CONSIGNMENT TRANSACTIONS 

The account sales is a summarized statement, rendered to the 
consignor of goods by the consignee, of all transactions connected 
with a particular consignment. Upon completion of his service 
with respect to a consignment the consignee must make a strict 
accounting of his transactions to his principal, the consignor. 
This takes the form of an account sales, which must show the 
account or quantity of goods received, the sales made, the ex- 
penses incurred, and the balance due to the consignor. This latter 
amount may be either remitted immediately or credited to the 
consignor's account, according to the terms of their contract. The 
usual form of account sales is shown on the following page. 
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ACCOUNT SALES 

of fruit received via Seaboard Air Line, from 

H. C. CLONEY, BRADENTOWN, FLA., 

to be sold for bis account and nsk 

RENDERED BY GAYNOR & GAYNOR, 21 WHITEHALL ST. , 

NEW YORK, MARCH 5, 19 

19- 

j 



1 


Feb. 

2j Received: 






1 250 bxs. oranges § $ 3.75 

*937 

50 




1 100 " lemons § 4.25 

425 

— 

$1,362 

50 


SALES 





Feb. 

3 100 bxs. oranges § $ 4.50 

$450 

— 




75 " lemons @ 4.40 

330 

— 




5j 150 " oranges ® 4.75 

712 

50 




1 25 ” lemons @ 5.00 

125 

— 

$1,617 

50 


CHARGES 






j Freight & Cartage 

$ 50 






1 Commission 5% 

80 

88 

130 

88 


1 Net proceeds by check en- 



$1,486 

62 


closed 






E. & 0. E. 






INVOICE FOR GOODS SOLD OR PURCHASED 

When a merchant sells goods to a customer, he prepares an 
itemized “bill,” which is forwarded with the goods to the cus- 
tomer. From the seller’s viewpoint it is a sales invoice, and from 
the customer's or buyer’s viewpoint it is a purchase invoice. It 
is an itemized statement of goods bought or sold, and should show 
the names of vendor and vendee, the address of the vendor and 
the date of sale, the quantities, kinds, and prices of goods, the 
terms of sale, additional information as to method of shipment, 
etc. 

A typical form, known as the simplified invoice form, is shown 
on the opposite page. When goods are bought, the purchase in- 
voice should be verified or audited, the method of auditing de- 
j)ending upon the organization of ^e business. 
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Simplified Invoice 



PROPER FORM OF CONTRACTS 

Any contract may be expressed orally unless required by stat- 
ute to be in writing. Most states have laws patterned after the 
English Statute of Frauds, enacted in 1676, which' provide for 
written contracts in a number of specific cases. In order to be 
enforceable the following agreements must be in writing, al- 
though these contracts are valid if carried out without a written 
agreement: 

1. Promises of an executor or administrator to pay out of his personal 

estate debts due from the estate he is administering. 

2. Contracts which by their terms cannot be completely performed 

within one year from the making thereof. 

3. Promises to answer for the debt, default or miscarriage of another. 

If one debtor is merely substituted for another — a novation — 
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the statute does not apply and such a contract need not be in 
writing. 

4 Promises made with marriage as the consideration, except that the 
mutual promise to marry does not have to be m wntmg. That 
is, when mamage is the consideration for the payment of money, 
the transfer of property, etc., the agreement must be in writing 
m order to be enforceable. 

5. A contract for the sale of personal property over a fixed amount 

unless part of the goods is accepted by the buyer, unless a pay- 
ment IS made to bmd the bargain, or unless the goods were 
made to order. 

6. Contracts for the sale of lands, or any interest in or concerning 

lands. Leases for less than one year are usually excepted. 

7. A promise to pay a debt discharged in bankruptcy and, in some 

states, the ratification of an infant’s contract. 


ASSIGNMENT OF CONTRACTS 

Assignment may be forbidden in the contract itself and it may 
be made with the approval of both parties. Otherwise, if nothing 
is said or agreed upon one way or the other, the following rules 
hold true. Rights to money or goods under an existing contract 
may be assigned by one party without permission of the other. 
Rights to personal services or rights coupled with personal con- 
fidence or liability cannot be assigned. Liabilities under a con- 
tract also cannot be assigned. 

The assignee gets only the assignor's rights and is subject to 
whatever defenses might have been set up against the assignor. 
The assignee must see to it that the other party to the contract 
has definite notice of the transfer of the rights in order to hold 
him liable in case he has settled with the assignor. 


MISCELLANEOUS TERMS AND DEFINITIONS 
RELATING TO CONTRACTS 

Affirmative Contract The agreement gives one party the right 
to demand that the other do something. 

Negative Contract The agreement gives one party the right 
to demand that the other refrain from doing something. 

Express Contracts. The contract is put into words, either 
verbally or in writing, rather than being implied from the acts 
of the parties. 
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Exeaded Contracts. The object of the contract has been per- 
formed. 

Executory Contracts. When one party (unilateral) or both 
parties (bilateral) have not completed their performance of the 
contract. 

Parol or Simple Contracts. All oral contracts and all written 
contracts not under seal nor of record. 

Contracts of Record. Contracts made before a court of record 
— ^judgments and recognizances. A recognizance is an obligation 
entered into before a court of record, undertaking to do or not 
to do a certain thing. Deeds, mortgages, etc., which, after being 
acknowledged before a notary public, are filed or recorded in the 
office of registry for record for the particular locality, are also 
contracts of record. 

Void Contracts. Agreements in which one or more of the 
necessary elements of a contract is absent. They are really not 
contracts and the expression is a misuse of terms. 

Voidable Contracts. A voidable contract is one which is bind- 
ing on one of the parties but is capable of being rejected or ac- 
cepted at the will of the other. 

Condition Precedent. Something to be performed before the 
other party can be required to do his part. It is sometimes called 
an executory condition. 

Condition Subsequent. A condition attached to a contract the 
fulfillment of which will discharge the obligation. 

Joint and Several Contracts. In a joint contract all the parties 
on one side agree to be liable together for what is promised in the 
contract, each one being bound for the whole. They must be sued 
together. If one party is released all are released. If one party 
dies the survivors carry the full liability. In a several contract 
each of the parties agrees to be separately liable for his part. 
When the parties are both jointly and severally liable the person 
with whom the agreement was made has his choice of holding all 
of them liable together or each one liable separately. Wh^ the 
contract itself does not expressly state whether the parties are 
to be liable separately or all together for the whole contract, the 
court decides the nature of the contract from the probabilities of 
the case. 
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BILL OF EXCHANGE AND ACCEPTANCE 

Under the Uniform Negotiable Instruments Act, “A bill of ex- 
change is an unconditional order in writing, addressed by one 
person to another, signed by the person giving it, requiring the 
person to whom it is addressed to pay on demand, or at a fixed 
or determinable future time, a sum certain in money, to order or 
to bearer.’’ Below is given an example of a bill of exchange. 

A simple promissory note has only two parties, the maker and 
the payee, and the maker pays it. A bill of exchange, on the 
other hand, has three parties, the maker (also called drawer), the 
payee, and the one to whom it is addressed and who pays it, 
called acceptor or drawee. The acceptor, upon the presentation 


Bill of Exchange 


$100.00 

Tbiriy days after _ 

p 

Chicago, Illinois, January 25, 
f . _ . Pay teordfirof 

Pf tATi^n ^ 


- fS , - 

Q 

8 


Value received, and cbai^ge to ||e account of 

§ 

1 

To Davis Supply Company 

1 

1 

Chicago, Illinois 

S3 

p- 


No. 1 Due Fehruazy 24, 19 

g 

(Sgnad) ABcowb 


of the bill, accepts it by writing across the face of the bill the 
word ‘'Accepted” together with the signature and the date. By 
that act he assumes responsibility for its payment. Prior to ac- 
ceptance the bill has no value and no entry for it is made on the 
books. After acceptance it may be treated as a simple note by 
both the acceptor and the payee. 


BANK ACCEPTANCE 

Bank acceptance is defined by the Federal Reserve Board as 
“a draft or bill of exchange, whether payable in the United States 
or abroad, and whether payable in dollars or some other money, 
of which the acceptor is a bank or trust company, or a firm, per- 
son, company or corporation engaged generally in the business of 
granting banker’s acceptance credit.” 

The buyer’s credit may not be satisfactory enough and seller 
may refuse to extend him credit by drawing a time draft on him. 
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In such a case the buyer may arrange an acceptance credit with 
a bank, under which the seller will be authorized to draw his 
draft, running for a certain period, on the bank which will as- 
sume direct liability on it by accepting it, that is, by writing 

across its face, ^^Accepted, Due 19 — ” and signing it. Such 

an acceptance the seller can usually dispose of, either to his own 
bank or in the open market without any dfficulty and at a low 
rate of discount. The buyer in his arrangement with the accept- 
ing bank has agreed to reimburse it for the required amount be- 
fore the acceptance comes due. For the service of accepting the 
draft the bank charges a fee equal to a fraction of 1% of the 
face amount of the draft. Bank acceptances are used chiefly in 
foreign trade. A specimen bank acceptance is given in the fol- 
lowing illustration. 


Bank Acceptance 



CERTIFIED CHECKS 

To certify a check an oflS-cer or teller of the bank stamps or 
writes upon its face the word ^*Good,” ‘‘Accepted,*’ or “Certified,” 
and aflBixes his signature. By this means the bank signifies that it 
will honor the check if properly indorsed when presented for pay- 
ment. Certification transforms an ordinary check, which is 
merely an order on the bank, to a bank’s promise to pay, and 
as such it is not subject to non-payment because of stop-payment 
orders, insuflBicient or uncollected funds, or other non-apparent 
defects. The account of the drawer of the check is charged at 
the time the check is certified. Should he find that he cannot 
use it, he can indorse and deposit it in his own accoimt regardless 
of who the payee of the chedc may be. Certified checks are used 
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to a great extent in paying taxes, license fees, and other obliga- 
tions to the government, deposits required in connection with 
sealed bids, in real estate, stock and bond transactions, etc 


SIGHT DRAFTS AND THEIR DEPOSIT 

A sight draft is a bill of exchange that is payable “at sight,” 
that is, upon presentation to the drawee, the one to whom it is 
addressed. The accounting for sight drafts is dependent upon 
whether a payment by the drawee can be reasonably expected. 

When merchandise is shipped with sight draft drawn on the 
consignee and attached to a bill of lading, trade custom requires 
payment of the draft before the bill of lading is released to the 
consignee. In such cases banks will accept sight drafts as cash, 
and they can, therefore, be treated as a cash receipt by the payee. 
The drawer treats it as a cash disbursement when payment is 
made. 

When custom does not require banks to give immediate credit 
for sight drafts deposited with them, the entry in the cash book 
should be deferred until the draft is collected. For example, 
when it is desired to collect a customer’s account, a draft is some- 
times drawn on the customer and given to the bank for collec- 
tion. If the bank sends notice that payment has been received, 
cash is debited and the account of the drawee is credited, any 
expenses of collection being charged to “collection expense” or 
similar account. 


TRADE ACCEPTANCE AND ITS USE 

The trade acceptance is defined as “a time draft or bill of ex- 
change drawn by the seller of goods on the buyer for the pur- 
chase price, and accepted by the buyer, payable on a certain date 
at a designated place.” The seller of goods draws a 30, 60, or 
90-day draft on the buyer for each transaction or group of trans- 
actions, according to the terms of sale. The draft is forwarded 
to buyer for acceptance and he accordingly writes across its face, 

“Accepted (date) , payable at Bank,” signs it, and returns 

it to the seller. The draft, now called a trade acceptance, or 
merely acceptance, the seller may hold until maturity or may 
take it to his bank for discount. By latter method he obtains use 
of funds which are otherwise, locked up in open accounts. 
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DETACH BEFORE RETURNING ACCEPTANCE 


A TRADE ACCEPTANCE 

baaulaiowIedsmentofadelDCby the buyer in ftvor of the idler, fin iMcchandae that die idler bad 
placed in the handi of die buyer The buyer asteei, in wncmg acroii the iiue of this acceptance his 
name, die name and location of his own bank and the datei to pay the ■«««»«* of dus ee«*an\ 
nen at a certain time at hu own bank. 

Thu vaxiei from die open book account method only in pvuig die d^ a negotiable value. 
Accotdtng to a FEDERAL RESERVE BANK OOVERNOR‘S OPINION, die sim m g of jibl 
A cceptance incteasei die financial atanding of the aver, because it shows piompt paying medtods. 

Kindly fin in attached Aocepcance above^ on red lines across fotm and dien fiiewatd to ua^ 




BANK CERTIFICATES OF DEPOSIT 

A bank certificate of deposit, in the usual form, is an instra- 
ment executed by a bank in ac^owledgment of the receipt of a 
sum of money on deposit, which the bank promises to pay to the 
party named in the certificate or to his order, with or without 
interest. It is in legal effect a promissory note and is governed, 
in most respects, by the same general rules. Certificates of de- 
posits are of two classes: (1) demand certificate which is payable 
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at any time at the option of the holder, and (2) time certificate, 
which is payable at a stated time — 30, 60, 90 days, six months, or 
a year after date. Deposits evidenced by certificates have no 
legal preference over the ordinary deposits of a bank, and can be 
withdrawn only by surrendering the certificate properly indorsed. 
Certificates of deposit may be negotiable or non-negotiable. If 
a negotiable certificate is destroyed or lost, the depositor can se- 
cure payment by filing with the bank a bond of indemnity, 
usually for twice the amount of the lost certificate. In the case 
of the loss of a non-negotiable certificate, no bond is required. 


BANK OVERDRAFTS 

Bank overdrafts are caused by depositors checking against 
their accounts for more than their balances. They are in the na- 
ture of irregular loans made without secunty or interest charge, 
which the depositors impliedly agree to repay on demand. Al- 
though it is quite within the power of a bank to honor an over- 
draft check it is not obliged to do so, and when the bank does, 
it is as a pure accommodation made to the depositor. Usually 
the depositor is immediately advised of the overdraft with the 
expectation that he will at once rectify the deficiency. Many 
states have laws which make it a serious legal offense to draw 
a check on a bank where funds are insufficient to pay it. Unin- 
tentional overdrafts are frequently occasioned by delayed credits 
for items deposited and still in process of collection. In such 
cases banks usually honor the checks if the overdrafts which they 
cause are not for large amounts and the customer is not in the 
habit of overdrawing his account. 


BANK DEPOSITOR’S RIGHT OF SET-OFF 

It is an almost universal rule of law that when a bank has 
failed, a depositor who is at the same time indebted to the bank, 
has the right to declare his obligation due immediately, to set his 
deposit off against it, and be liable only for any remaining dif- 
ference. The same rule applies in the case of an indorser or guar- 
antor of a note held by the bank in case the maker of the note is 
insolvent. He may use his deposit in canceling a like amount of 
his liability on the note. 
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WAREHOUSE RECEIPT AND CREDIT EXTENSION 

A warehouse receipt is an acknowledgment of a warehouse 
company that it has received certain goods for storage, which it 
will deliver in accordance with the terms set forth on the ware- 
house receipt. The Uniform Warehouse Receipt Act provides for 
negotiable and non-negotiable warehouse receipts. A negotiable 
warehouse receipt states that the goods will be delivered to the 
bearer, or to a designated person on his order. A non-negotiable 
warehouse receipt states that the goods covered by it will be de- 
livered only to the person specified in it. 

Banks make advances on the security of warehouse receipts 
representing commercial goods, and the amount depends upon 
the nature of the goods and the relative stability of their prices, 
the margin of safety, or the excess of the current value of the 
commodities over the amount of the advance, varying from 10% 
to 25%. Arrangements may be made, in the case of such ad- 
vances, to withdraw part of the goods covered by the warehouse 
receipt by the payment of a satisfactory portion of the loan. 
Such withdrawals are generally indorsed on the warehouse re- 
ceipt. Arrangements may also be made for the substitution of 
one commodity for another of equal value as collateral for mer- 
chandise loans. 


PURPOSES AND USES OF BUDGETS 

The budget is the master plan of operations and finance for 
a stated period of time. It consists of careful estimates of the 
probable amount of business the company will do during the 
period and the amount of expenditures which will be required in 
the various operating departments for materials, supplies, labor, 
services, general factory and other expense, additional equipment, 
etc., in order to complete the volume of business forecast most 
economically and yield the greatest profit. 

Purposes and Uses o£ Budgets. — The purposes and uses of 
faudgete may be summarized as follows: 

1. As an aid to executives in controlling the various functions of the 
business, especially as a means of concentrating attention upon: 
(a) A single coordinated plan of sales, production, expenses, 
and finance. 
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(b) The factors responsible for failure of the business as a 
whole to operate profitably, to the end that operating 
results naay be improved by reference to the elements of 
prospective mcome and expense. 

2. As an aid to management in promptly effecting elimination or 

reduction of operatmg expenses. 

3. As a basis for study of the elements of income and possible means 

of improvement. 

4. As a basis for adoption of financial policy. 

5. For credit purposes, as a basis, m conjunction with financial and 

operating statements, for obtainmg bank loans or other credits, 
or for justification of continuance of existmg loans or lines of 
credit. 

6. For specific management problems, as for example: 

(a) Study of need for additional plant or equipment facilities, 

or for their curtailment. 

(b) For detenmnation of policy as to investment in or advances 

to subsidiary companies, as well as to operating policies 
thereof. 

(c) Effects of production policies upon costs. 

(d) Regional or divisional sales operations and expenses. 

(e) Departmental operation. 

(f) Control of purchases. 

Nature and Scope of Budgeting. — ^Budgeting procedure in- 
volves three essential features: 

1. Formulating a comprehensive plan. 

2. Procedure for getting the plan in operation. 

3. Checking the actual operating results against the budgeted 

amoxmts. 

The plan itself is called the budget. Budgetary control, as 
distinguished from the budget itself, deals with the adoption and 
enactment of the plan, defining and establishing standards of 
performance, securing adherence to the plan throughout the or- 
ganization and comparing the estimates with actual results. 

The essential requirements for the preparation of a budget are: 

1. Statement of policies. 

2. Adoption of policies by the policy-making agency. 

3. Coordination of the organization for enforcing policies. 

4. Statement of future accounts expressed in terms of units of re- 

sponsibility. 

5. Up-to-date accoimting system which will furnish proper reports 

promptly and accurately whenever needed. 



MONTHLY PRELIMINARY SALES ES IMATE 

FOR the! IoNTH of 
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^ Once the company has adopted a definite policy and has de- 
cided to place in operation a system of budgetary control, the 
first steps involved in the installation are: 

1. Determining length of the budget period. 

2. Fixing responsibility for preparation of estimates. 

3. Fixing responsibility for reports. 

4. Determining method of enforcing budgets. 

5. Securing cooperation of executives and employees. 


Departmental Budgets. — ^In the formulation of the general 
budget plan, estimates of income and outgo and other expense 
are prepared in the various departments, as follows: 


1. Sales 

2. Selling expenses 

3. Advertising 

4. Production 

5. Materials 


6. Labor 

7. Manufacturing expenses 

8. General expenses 

9. Plant and equipment 

10. Purchases 


In practically all budget preparation the sales plan is of pri- 
mary importance, inasmuch as all other departmental budgets 
are based upon the volume of business planned for. Provision is 
made in the forms to show the sources of revenue as represented 


MANUFACTURING EXPENSE SUMMARY BUDGET 


FROM ^TO, 


EX- 

PENSE 

AC- 

COUNT 

NO. 

EXPENSE ITEM 




BUD- 

GET 

AC- 

TUAL 

BUD- 

GET 

AC- 

TUAL 

BUD- 

GET 

AC- 

TUAL 










by the various articles sold and the territories in which they are 
sold, the amount budgeted for each article in each territory, and 
the amount actually realized in each case. (See page 67 .) Com- 
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parison of the actual with the previously estimated amounts fur- 
nishes the basis for budgetary control. 

The other detailed budgets are concerned with expenditures 
and expenses not involving actual expenditure of funds, as depre- 
ciation, On the opposite page is shown a form designed for the 
manufacturing expense budget setting forth a comparison, by 
departments, of the budgeted and the actual amount of each item 
of expense. 

Summarized Budgets. — ^These budgets comprise the following 
estimates: 

1. The estimated mcome statement, or the forecast of the operating 

results of the busmess as a whole. 

2. The estimated cash receipts and disbursements. 

3. The result and balance sheet. 

These summarized budgets are the final capstone of the entire 
budgetary plan, and in arriving at their final, desired form, vari- 
ous changes and adjustments in the departmental or divisional 
budgets may be necessary, in order to make the entire plan prop- 
erly proportioned and well balanced. As thus determined, the 
summarized budgets serve for executive guidance in solving 
financing as well as operating problems. 


PROFIT-POINT CHART 

Some of the expenditures incurred in conducting a busmess are 
necessary whether the plant is operating or idle; that is to say, 
they are fixed. Other items of cost vary in proportion to the 
operations. A third group are partially fixed and partially varied 
with operations. Because of the fixed costs, before the “profit 
point” is reached, or the point at which the operations result in 
neither a profit nor a loss, that is, the business “breaks even,” a 
certain minimum volume of business must be done. Any amount 
below that result is a loss, while every dollar's worth of sales 
above that figure yields a profit. 

Suppose, for example, fixed costs of manufacturing, selling, and 
administration in a concern are $750,000 per annum and the total 
variable cost amounts to 75% of sales. Under these conditions 
every dollar's worth of sales yields a margin of $.25, to cover the 
amount of the fixed cost. It will, therefore, require as many 
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“Profit-Point” Chart 



0 600 1200 1800 2400 3000 3600 4200 

' Sales Volume in Thousands of Dollars 


dollars^ worth of sales to reach the profit-point as $.25 is con- 
tained into $750,000, which is $3,000,000. This amount is ac- 
cordingly the “profit point.” This is graphically illustrated in 
the foregoing chart which is plotted to show the losses at various 
points when the volume of sales fall below $3,000,000, and the 
profits that are earned when the volume of sales rises above 
$3,000,000* 


REPORTS TO BUSINESS EXECUTIVES 

Function o£ Reports. — One of the functions of accounting is 
that of report-making. It is chiefly by means of reports that the 
various business executives are kept informed of the activities in 
their charge, and it is on the information in these reports that 
executives formulate their policies and evaluate the results se- 
cured from them. The data that are contained in the various re- 
ports come from the accounts directly, or indirectly by analysis. 
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Manager’s Daily Report 


Daily Repost to Joseph Woods 


Deposits 


Date Jan. 10 , 19 . . - 



Previous I Today's 

Balance Entered I Paid Balance 



Last Increase % 
Yr's BaL Decrease 

30 , 490.00 + 8 . 6 % 
300.00 +300.% 
7 S 0 00 - 33.3% 


23.Sfi4*7o|3i,440 00 


Last {Increase % 
Yr's Bal. I Decrease 


ZX9.270.08IZX9,370.08 X04.863 50I + 13 - 7 % 


Previous Amount Amount Today’s 
Balance Purch. Sold I Balance 


Last Increase % 
Yr’s Bal. Decrease 


800 00 200.00 


1,000 oo| 1,000.00 700 ool +43% 


Previous 
Balance Entered Paid 


54 . 562.30 


Working Capital.. 



Last Increase % 
Yr's Bal. Decrease 


-14.1% 


58.492 30 - 94% 


91.961. 36 


Cost 

Mdse Sold 
to Date 


Number Sales 
Transactions 


Sales Returns 


Purchase Re- 
turns. 


1st Per. 

1. 147 

Amt Since 
zst Per. 

43 30 

Amt.Since 
1st Per. 

136 70 

Previous 

Balance 


Bad Debts.... 


Unfilled Sales- 
Orders 


Previous 

Balance 


Previous 

Balance 


Number 

Today 


138 


Today's 

Returns 


8 60 


Today’s 

Returns 


S 10 


Entered 

Old Acct. 
Paid 

10 00 


En.ered 

Today 

BackOrds 

Filled 

90.00 


Purch. 

Olds. 

Invoices 

Entered 

Issued 


2.600- 00 

61.50 



Last Yr's 
T.to Date 


Increase % 
Decrease 


I Last Yr’s 
|R.to Date 


Increase % 
Decrease 


I Last Yr’s 
ILto Date 


Increase % 
Decrease 
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Classification of Reports . — The reports may be classified as 
follows: 

1. Accounting reports 

2. Accounting-statistical reports 

3. Charts or graphic reports 

The accounting reports are best exemplified by the balance 
sheet and statement of profit and loss together with their various 
supporting schedules. Accounting-statistical reports comprise all 
sorts of tabulations and statements the material for which is fur- 
nished by various groups of accounts. These do not follow any 
prescribed form. The manner of set-up should be flexible, being 
adapted to the needs and peculiarities of the executive for whom 
drafted. Charts comprise pictures of statistical reports which 
lend themselves to graphical presentation. 

An illustration of a type of daily report through which the 
general manager endeavors to keep himself in touch with the 
various major factors necessary for the proper management of 
the business is given on the preceding page. 


COST REPORTS TO EXECUTIVES 

Cost reports to industrial executives may be classified into 
the following three groups: 

1. Those to minor executives 

2. Those to departmental executives 

3. Those to general executives 

Reports to Minor Executives. — ^The minor executive — ^the 
foreman who is in immediate contact with the workers — is pri- 
marily interested in specific daily performance of individuals, 
and other units imder his control. The principal types of reports 
made to him are concerned with the performance of the individ- 
uals and machines directly under him and comparative expense 
reports — actual expenses as against budget allowances. On the 
following page a manufacturing expense report is presented. 

Reports to Departmental Executives. — ^Departmental execu- 
tives receive reports in a more summary form than minor execu- 
tives, having to do with the coordinated work of a department or 
other major division. Performance reports for the different sec- 
tions of the department or for the department as a whole as of 
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{Lower part of form superimposed; reverse superimposed above) 
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interest here. Below is given an example of this type of report. 
Departmental burden statements and comparative statements of 

Department Cost Report 


BUDGET REPORT OF SECTIONS 

Month of Depiftmeat; 

Total Direct Labor Cost for Month Should have cost: 

1 SECTION 

ACTUAL COST 

SHOULD COST 

OVEBAGE % 

REMARKS 

■91 

NAME 

rz 






tz 








actual and estimated or standard costs are helpful in pointing out 
which are running too high and in placing responsibility on the 
proper minor executive. 

Reports to General Executives. — ^The major executive who 
makes decisions of company policy must receive cost reports that 
are broad in their scope and cover usually a relatively long 
period of time. For him the reports must be summarized, the 


Report of Coal Production and Cost 


PRODUCTION AND COST LEVELS 



detail being relegated to supporting schedules. There are four 
distinct kinds of reports of interest to general executives. 

1. Those concerned with the finances of the business. 

2. Those concerned with the relation of the enterprise to outside 

activities 

3. Reports of operating efficiency 

4. Special reports 

A simple illustration of the second type of report is shown above. 
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BUSINESS LIFE INSURANCE TRUST 

A life insurance trust involves the assignment of insurance 
policies to a trust company or bank, as trustee, for the purpose of 
collecting the insurance when it becomes payable, and applying 
the proceeds either to the immediate payment of certain ex- 
penses, such as those incident to the administration of the estate 
of the insured, or to the establishment of a trust fund to meet the 


Diagram to Illustrate the Operation of a Business Life Insurance 

Trust 



special needs of the beneficiaries. If securities are set aside 
which yield a suflBicient income to pay the premiums of the life 
insurance, the insurance trust is said to be funded ; if the premiums 
are to be paid out of savings, the trust is said to be unfunded. 

A business life insurance trust consists of a program whereby 
the proceeds of certain policies of insurance on the life or lives 
of one or more of the principals are payable to a bank or trust 
company as trustee, such proceeds to be collected and disbursed 
by the trustee in accordance with the terms of a written agree- 
ment between the parties concerned and the trustee. 
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The operation of a business life insurance trust in case of close 
corporation is illustrated diagrammatically on the preceding page, 
as given in the “Financial Handbook.” 


DUTIES AND LIABILITIES OF PRINCIPAL AND AGENT 

The relationship of principal and agent, or agency, arises when 
one person, the agent, is authorized to represent and act for an- 
other person, the principal, in making contracts with third 
parties. 

Duties and Liabilities of Agent to Principal. — These duties 
and liabilities are as follows: 

1. The agent must follow the instructions of the principal, being 

liable for any loss resulting from failure to obey his instructions. 

2. The utmost good faith is required of the agent. He cannot make 

a secret profit on his transactions for the principal, represent 
opposing interests without the consent of both parties, or buy 
from or sell to himself with the principal's consent. 

3. Agent must be prepared to give a complete account of his trans- 

actions to the principal. 

4. He must keep the property of the principal separate from his 

own, as he is liable for any loss due to the mtennmglmg of funds 
or property. 

5. He is responsible for loss resulting from lack of skill or diligence 

in the conduct of his work. 

6. Unless authorized so to do, he cannot delegate any of his duties 

to others, except mechanical duties. 

Duties and Liabilities of Principal to Agent. — ^These duties 
and liabilities are as follows: 

1. Principal must provide the agent with proper facilities to carry 

out the purposes of the agency. 

2. He must reunburse the agent for reasonable expenses incurred by 

the agent m good faith unless it is agreed that the compensation 
shall cover these expenses. 

3. He must pay the agent the compensation agreed upon, which may 

include all expenses as well. 

4. He must indemnify the agent for all damages the latter incurs 

while innocently following the principal's instructions. 
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METHODS OF REMITTING ABROAD 

Small Remittances. — ^Individuals who wish to remit small 
amounts abroad may do so by one of the following methods: 

1. Ship paper currency of the country to which they wish to remit, 

which may readily be purchased from foreign exchange dealers. 

2. Money orders for any of the prmcipal foreign currencies may be 

purchased at nearly all of the post offices in the Umted States. 

3. Bank post remittances can be arranged through foreign exchange 

dealers or the foreign departments of many banks which will 
effect the transfer of funds by the payment of currency or the 
issuance of a postal money order abroad, either of which will be 
forwarded by the bank’s foreign representative direct to the 
person specified by the remitter. 

4. The letter transfer is another method by which funds are trans- 

ferred abroad. 

5. In emergencies and where speed is an important factor, remitters 

may adopt the cable transfer as the means by which to send 
funds abroad. By usmg a cable transfer the remitter is assured 
that the paying bank will notify his beneficiary that the funds 
are available immediately upon the receipt of the cable from the 
New York bank or exchange dealer. 

Large Remittances. — ^Importers and other business men, whose 
obligations are for large amounts, seldom adopt any of the above 
methods except the cable transfer. Following are several of the 
methods by which importers may discharge foreign debts. 

Methods of Remittance Used by Drawee. — ^Depending upon 
credit arrangements effected, the foreign exporter may draw upon 
the importer in dollars, in the exporter’s currency or in the cur- 
ency of a third country. The American importer may remit 
either by cable transfer, sight, or time exchange. The form of 
remittance to be used will determine the period of the credit and 
therefore the amount of interest to be included in the draft. The 
longer the period, the greater the amount of the draft. But this 
difference is offset by the lesser rate at which the longer exchange 
can be purchased. 

Remittance by Sight Draft. — ^If the importer is to remit by 
purchase of a sight draft at the maturity of the bill drawn and 
the bill is drawn in sterling, the importer may tender the collect- 
ing bank a sterling sight draft bought in the open market. If 
the bill is drawn in currency of a third country, the importer 
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must purchase a sight draft in such currency. The collecting 
bank forwards the draft to London or instructs the London bank 
to charge its account for the proper amount. 

Remittance by Cable. — The importer may be required to remit 
by cable transfer. The net cost to the importer will be the same 
as though he were allowed to remit by sight or time exchange 
because the difference in the relative rates for the various types 
of exchange is offset by the difference in the amount for which 
the draft is drawn. Where cable transfer remittance is required, 
at maturity of the draft, the importer will purchase a cable trans- 
fer in the currency designated in the bill of exchange; or he will 
turn over the proper amount of local currency if the exchange 
clause governs. 

Remittance by Bankers* Time Bill. — ^In some cases remit- 
tance is effected by a banker’s time bill. Under such circum- 
stances the importer may discharge his obligation at the maturity 
of the draft by tendering to the collecting bank a banker’s time 
bill of the required maturity. The collecting bank will forward 
this bill to its correspondent, whereupon it will be presented for 
acceptance and subsequently discounted or held until maturity. 
The exchange clause may also be used in connection with this 
type of exchange. 


TRAVELERS' CHECKS 

Travelers’ checks are convenient media of payment at the 
disposal of tourists in this country or abroad. They are issued by 
banks, express companies, and sometimes by tourist agencies. 
They may either be sight drafts on some bank or trust company, 
or take the form of promises to pay upon demand. The custom- 
ary denominations are $10, $20, $50, and $100. The buyer signs 
each check at the time of purchase and again at the time of 
presentation. Comparison of the two signatures establishes iden- 
tity. Travelers’ checks are generally accepted as so much de- 
mand exchange and in some cases pass as currency. Travelers’ 
checks are sold in the United States for their face value in dollars 
plus a commission usually of %%; that is, $.75 per hundred 
dollars’ worth. The minimum commission is $.75. A travelers’ 
check is illustrated on the opposite page. 
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A Traveler’s Check 



TRAVELERS’ LETTERS OP CREDIT 

The traveler's letter of credit is a convenient means by which 
tourists may keep themselves in funds, particularly while travel- 
ing abroad. They are issued in dollars or in foreign currency, 
and are usually limited both as to life and amount. Pages 80 
and 81 illustrate a traveler's letter of credit issued in dollars under 
a joint account arrangement between a New York bank and its 
London correspondent under which dollar drafts are to be drawn 
on the New York bank. At the time of issue of such a credit the 
beneficiary is furnished with a list of the issuing bank's foreign 
correspondents who will purchase at the prevailing rate for sight 
exchange drafts drawn in the currency and against the bank 
named in the credit. The list is signed by the buyer of the credit 
in the presence of the issuing banker. Both the letter of credit 
and list of correspondents must be exhibited before a correspond- 
ent bank abroad will purchase a draft drawn under the credit, 
A comparison of the beneficiary's signatures as appearing in the 
list of correspondents and on the draft drawn completes identi- 
fication; and a comparison of the signatures of the bank ofi&cer 
who issued the credit, as appearing in parts of the credit with 
those on file with the correspondent establishes the validity of 
the credit. As a precaution against overdrafts, the amount of 
each draft drawn must be entered upon the back of the credit 
which is surrendered and returned to the drawer bank with last 
draft drawn. 
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Traveler’s Letter 
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of Credit 


O»to%«r- 31,- -IS— 

RECEIVED from MESSRS. GOLDMAN, SACHS & CO, the original of the 

Letter of Credit “D” No 5QQ0 .for $.« 4,oa0«io- , copy of which is at the back 

hereof, and booklet with introduction, in consideration whereof..X - -agree to reimburse 
MESSRS. GOLDMAN, SACHS & CO. for all sums drawn by virtue of said Credit^ 
together widi a commission of...ane ...per cent Mlninum 

MESSRS. GOLDMAN, SACHS & CO. are hereby authorized to sell at any time, 
at public or private sale, without notice, any secunties that they may hold against this 
Credit 

In case said Letter of Credit or said booklet with introduction be either lost or 
stolen, .X Jiereby agree to indemnify GOLDMAN, SACHS & CO and their corre- 

spondents for any loss arising therefrom, and autiborize GOLDMAN, SACHS & CO. to 
notify their correspondents and take such other steps as they may deem advisable for the 
prevention of fraud, agreemg to pay any ei^enses attendii^ the same; but it is understood 
that th^ are under no obligation to take such steps. 

Signed - John Doe. 
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TRUST RECEIPT AND FINANCIAL SHIPMENTS 

A trust receipt is a document by which a bank borrower binds 
himself to hold certain goods, on the security of which the bank 
has made him a loan and which it now releases to him, in trust 
for its own benefit. It may happen that the borrower must get 
physical possession of the goods in order to deliver them to a 
purchaser, or as in the case of raw material, to use them in manu- 
facture. The bank will, therefore, authorize delivery of the goods 
to the borrower, but will require of him a trust receipt which is 
evidence that the title to the goods remains with the bank. The 
borrowing merchant, in such case, has the confidence of the bank, 
but not to the extent of being granted an unsecured loan, for in 
the event of the borrower’s insolvency, the bank has a prior claim 
on the goods until the loan is paid. Goods released under a trust 
receipt should be marked or segregated from others so that they 
can always be identified as the property of the bank. DiflBlculty 
frequently arises, however, because of inability to maintain the 
identity of the goods. Trust receipts are used most extensively 
in foreign trade. 


BILL OF LADING— STRAIGHT AND ORDER 

Negotiable and Non-negotiable Ladings. — ^A bill of lading is 
a standard contract under which the railroad accepts freight for 
carriage, defines its liabilities as a transportation company or 
warehouseman, and states its duties and those of the shipper. 
The content of the bill of lading is prescribed by the Interstate 
Commerce Commission, but any additions to it not in conflict 
with the standard provisions are not forbidden. If the shipper so 
desires, he may have bills of lading printed to conform in size 
with his own files, instead of using those furnished by the rail- 
road. There are Wo standard forms, the straight bill of lading 
which is simply made out to the consignee of the shipment and 
is not, therefore, negotiable, and the order bill of lading, which is 
made out to the consignee or his order, and is, therefore, nego- 
tiable, being transferable by indorsement. Banks which make 
advances against shipments of goods usually insist that the bill 
of lading be of the order type, so that it may be indorsed to them 
and they have full control of the shipment until it is released 
upon the fulfilment of the terms of the loan. 
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Copies of Bill of Lading. — The bill of lading is made out in 
triplicate, the original and the two copies being identical except 
as to titles and signatures. The original is signed by the shipper 
and the railway agent, and constitutes the shipper’s receipt for 
the goods dehvered to the railroad. The second copy, called the 
“shipping order,” is signed by the shipper only. It is his order 
to the railroad to ship the goods, and is held by the railroad as 
evidence of its authority. The third copy is an exact duplicate 
of the original. Like the first copy, it is signed by the shipper 
and the agent, and is held by the shipper as his duplicate receipt. 


SHIPPING QUOTATIONS IN FOREIGN TRADE 

Following are abbreviations of the more common shipping 
terms used in foreign trade, with their explanations: 

F.OB. Free on board 

FA S. Free alongside 

C.<SeF. Cost and freight 

CIF. Cost, insurance, and freight 

F.O.B. — -When the price is quoted F.O.B. (named point) the 
seller undertakes to load the goods on or in cars or lighters fur- 
nished by the railroad company serving him. An F.O.B. vessel 
quotation implies that the price covers the expense and risk of 
delivery upon the vessel at the name port. Title to the goods 
passes at the F.O.B. point named. 

C.&F. and C.I.F. — ^The quotation C.&F. (named foreign port) 
is employed when the seller is willing to pay the transportation 
to a foreign point of delivery. He is responsible for all loss and 
damage in the voyage across the sea, since title to the goods does 
not pass until they reach the other side. The term C.I.F. (named 
foreign port) is used when the seller quotes a price that is to 
cover the cost of the marine insurance as well as the transporta- 
tion charges. 

INVESTMENT TRUST AND VARIOUS TYPES 

An investment trust is a company through which the funds of 
various participants, the stockholders, bondholders, and others, 
are combined and invested in a diversified list of securities so 
as to distribute the risk and introduce the “law of average” in 
protection of the principal of the funds. 



84 


HANDY OFFICE BOOK 


Typical Characteristics. — The typical investment trust has 
the following characteristics: 

1. It raises capital by issuing certificates of beneficial interest, or 

shares, frequently preferred, as well as common. Moreover, the 
investment trust commonly exercises its borrowing power by 
issuing bonds within certam well-defined restrictions, and occar 
sionally m other ways. 

2. It invests the funds so obtained in a variety of securities in order 

that the '‘law of average” may operate m protectmg the port- 
folio. 

3. It usually avoids controlling interests and so lumts its participa- 

tion in any one security that directive and managerial responsi- 
bilities are not assumed. 

4. It undertakes contmuing supervision of the investment fund on 

much the same principles as those which any conscientious 
trustee enjoying discretionary powers should apply in caring for 
moneyed estates. 

6. It endeavors to obtain for its shareholders a return considerably 
in excess of that ordmanly received on investments of com- 
parable safety. This is accomplished in the case of the typical 
successful investment trust as the result of: 

(a) The favorable average interest and dividend yield which 

the trust may enjoy through careful selection of securi- 
ties which tends to be higher than could be obtained with 
equal safety if the capital were not sufficient for adequate 
diversification of risk; 

(b) The balance of cash profits on sales of investment securities 

which normally result from managerial alertness; 

(c) The spread between the cost of capital obtamed through 

issuance of bonds, or preferred shares, and the actual 
earnings made by investing and reinvesting this capital; 
and 

(d) The consistent accumulation of earning reserves and sur- 

plus, built up by regularly appropriating to them a por- 
tion of net income. 

Various Classes. — Investment trusts are broadly classified as: 

1. Fixed type: 

(a) Not specialized 

(b) Specialized 

2. Semi-fixed type 

3. Trusteed systematic investment funds 

4. General management type: 

(a) Unrestricted 

(b) Restricted 
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The fixed type of trust purchases blocks of shares of stock, 
each in a comparatively large number of companies. Against 
each block, which is called a stock unit, shares of beneficiary in- 
terest are issued to the public. Specialized t3rpes of fixed trusts 
include only securities of companies in a specialized field, as 
banks, insurance companies, public utilities, etc. In the non- 
specialized t3rpe of the fixed mveslanent trust the selection of 
securities is subject to no such restriction. 

The semi-fixed tsrpe of trusts is essentially the same as the 
fixed trust, except that there is a supplementary list of eligible 
securities for reinvestment. 

Trusteed systematic investment fimds are designed to enable 
individuals to purchase units in a fixed trust on an instalment 
basis. 

The general management type of investment trust is charac- 
terized by an active management of the investment portfolio, 
which is under the complete control of the company and not tied 
up in any trust. Such substitutions may be made in the invest- 
ment securities as the management deems desirable. Unrestricted 
general management trusts are those which are empowered to in- 
vest in securities of diversified industries, with or without limita- 
tion as to the amount which may be invested in the stock of any 
one company or industry. The restricted type embraces those in 
which the investment of funds is confined to companies in one 
industry, such as railroads, public utilities, banks, etc. 


SELLING STOCK “SHORT” 

Short-Selling Defined . — A short sale of stock refers to a specu- 
lative sale in which the seller does not have the stock but boiv 
rows it to make delivery. His purpose in selling short is to real- 
ize a profit from any anticipated decline in the market value of 
the stock, inasmuch as he will then buy it back or “cover” his 
short sale for less than he previously sold it. Such sellers for the 
decline are popularly known as “bears,” while buyers for the rise 
are known as “bull” speculators. 

Borrowing and Lending of Stock. — The borrowing and lend- 
ing of stocl^ as well as their purchase and sale, is done by brokers 
in behalf of their clients. The broker who lends the stock is 
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likely to be one who is carrying it on margin for a customer. As 
he receives the current market value of the stock from the bor- 
rowing broker he pays him interest on the amount. This interest 
rate fluctuates with current demand for borrowed stock. If the 
demand is heavy, the rate may disappear entirely, in which case 
the stock is said to loan “flat.” Or the broker borrowing the 
stock may even pay the lending broker a charge for the loan of 
the stock. In this latter case the stock is said to loan at a pre- 
mium. The total amount of short sales outstanding in a stock is 
said to be the existing “short interest” in it. Comers arise in 
stocks when the short interests are unable to borrow shares to 
deliver them upon their sales. They are then forced to buy in 
the stock, and as the supply of the shares for sale is also likely 
to be then very limited if not entirely non-existent, the bidding 
for it by the shorts may send its market price to very exaggerated 
heights. 


FORMS OF ORDERS EXECUTED ON NEW YORK 
STOCK EXCHANGE 

Orders for stocks on the New York Stock Exchange are stand- 
ardized into the following types: 

Market Orders. — Orders to buy and sell at the market provide 
for execution as soon as possible, at the most advantageous price 
obtainable by the broker on the floor, but without limitation as 
to price. In cases of disrupted markets, brokers sometimes use 
their discretion and delay execution for a time, but this is quite 
unusual. 

Limited Orders, — Customers may limit the execution of the 
order as to price. A limited buying order to purchase a stock at, 
say, 20, must be executed at a price of 20 or less. Similarly, a 
selling order limited at 20 must be executed at 20 or more. 

Orders may also be limited by the customer as to the time dur- 
ing which they may be executed. Market orders are to be exe- 
cuted as soon as possible, and so are not limited in this way. Day 
orders are automatically canceled if not executed tiie same day in 
which given. Orders marked G. T. W, are “good this week,” so 
that they become automatically void if not executed by the end 
of the week in which given. G. T. M. orders are good for the 
month in which &ven, while G. T. C. orders are good until can- 
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celed. The latter remain on the books of the broker right along 
until executed, and it is customary to send to the customer at the 
end of each month an advice as to the orders pending for his 
account on the books of the broker. 

Stop-Loss Orders. — ^When buyers wish to limit their losses 
automatically, they may place stop-loss orders to sell. These are 
orders which become market orders when the price of a stock 
reaches a certain point on the exchange. Thus, suppose the buyer 
of 100 shares of stock at 50 would like to limit his loss to approxi- 
mately 3 points. Accordingly, he places an order to sell at 47 
^‘on stop.” Whenever a full lot of stock is sold on the exchange 
at 47 or less, his 100 shares are offered at market. If market con- 
ditions are unsettled, he may not be able to get 47 for his stock, 
but will get the best price obtainable by his broker under the 
circumstances. 

Short sellers may seek to limit their loss by placing stop-loss 
buying orders. Thus, a short seller may sell at 48, and place an 
order to buy ^^on stop” at 50. Whenever a full lot sells at 50 or 
higher on the exchange, this order becomes a market order to buy. 


NEW YORK STOCK EXCHANGE COMMISSION RATES 

The rates on all orders on the New York Stock Exchange exe- 
cuted for non-members for stocks are as follows (except as to 
inactive issues) : 


Prices Rates per Share 


Selling under 5W As mutually agreed 

Selling at 50^ and above, but under $1 Not less than 3^ 

Selling “ $1 " “ , " " $10 Not less than 7%^ 

Selling “ $10 " “ , “ “ $25 Not less than 12%^ 

Selling « $25 " " , “ " $50 Not less than 15^ 

Selling “ $50 “ “ , “ “ $75 Not less than 17%« 

Selling “ $75 y ^ $100 Not less than 20^ 

Selling “ $100 “ “ , “ “ $200 Not less than 25^ 

Selling “ $200 and over Not less than 304 plus 54 

per share for each $50 
or fraction thereof, be- 
ginning at $250. 


On all transactions involving $15 or more, the minimum com- 
mission is to be not less than $1. In most cases, however, mem- 
bers fix the minimum commission at a higher figure, the amount 
varying up to $5. 
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On inactive stocks, the commission rates are at least $.20 a 
share when the sellmg price is less than $100, and the same rates 
as on other issues where the price is $100 or more. 

In the case of orders executed for members, commission rates 
are only a fraction of the above, as provided by the constitution. 
When non-members of the exchange, such as banks, trust com- 
panies, or non-member investment houses, originally receive the 
orders, they frequently add a separate commission of their own 
to that charged by exchange members, but the latter may in no 
event, under the rules of the exchange, split their commissions 
with others or charge less than the schedule of charges indicated 
above. 


“TRADING ON THE EQUITY” 

The basic reason for the issuance of bonds if and to the extent 
that conditions surrounding the operations of the new company 
warrant, is the cheapness with which it is possible to raise needed 
funds in this manner. Whenever money can be obtained by bond 
issue at a lower rate of interest than the funds thus obtained can 
earn when invested in the business, it is profitable, other things 
being equal, to add to existing capital in this way. This process 
of making other people’s money work profitably for the owners of 
the corporation is often referred to as “trading on the equity.” 

Illustration. — ^The following example illustrates the meaning 
of the expression, and at the same time shows just how far such 
“trading” can be safely pushed. (Charles W. Gerstenberg, 
“Financial Organization and Management of Business,” rev. ed.) 


Illustration of Trading on the Equity 



Istyr. 

2ndyr. 

3rdyr, 

Where $100,000 owned capital is used: 

^Earnings 

110,000 

S15,000 

$3,000 

Per cent on $100,000 . . ... 

10% 

15% 

3% 

Where $100,000 owned capital is used, and in 
addition $100,000 is borrowed at 5% : 

Earnings 

$20,000 

$30,000 

16,000 

Per cent on $200,000 

10% 

15% 

3% 

Interest 

S 5,000 

$ 5,000 

$5,000 

Net earnings 

$15,000 

$25,000 

$1,000 

r»PTit rm $100000 



1% 
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When the total capital invested in ihe business, including both 
that furnished by the stockholders and that supplied by the bond 
purchasers, is earning $20,000 or 10%, the earnings applicable to 
stockholders’ investment is $15,000 or 15%, since the $100,000 
procured from the sale of bonds has been acquired at the fixed 
price of 5% per year, or at a cost to the stockholders of $5,000. 
When the business earns $30,000 or 15% on the total capital in- 
vestment, the stockholders receive 25% on their share of the 
capital. On the other hand, when the business is earning only 
$6,000 or 3% on all invested funds, the stockholders get only 
$1,000 or 1%, since the contract under which they borrowed 
$100,000 still requires that $5,000 per year be paid for the funds 
so used. 

Comparison of the figures with those shown for the return on 
the $100,000 invested by the stockholders when no borrowed 
funds are employed, reveals the advantage to the company of 
borrowing so long as earnings on the borrowed funds are in excess 
of the amount that must be paid for tbeir use. It also shows Ihe 
disadvantage of borrowing when earnings fall below that amoimt. 
If there are no earninp at all, or when the earnings of the entire 
enterprise are not great enough to pay the interest on the bor- 
rowed part of the funds, the company, if the condition continues 
long enough, is forced into insolvency. 

Advantages of Bond Issues. — Not only are funds obtained by 
the sale of bonds cheaper than those procured by the sale of 
stock, when conditions permit of the issuance of bonds, but in 
some circumstances bon^ are salable to the general public when 
stock cannot be sold except at prohibitively low prices. Thus 
the decision is often reached to issue bonds to cover a substantial 
part or even all the funds tiiat must be obtained from the public, 
even when the owners would in other circumstances prefer to pass 
on some of the ruks of the enterprise to outsiders. 


BLUE SKY LAWS 

In order to protect the public against the sale of fraudulent 
securities, or the use of fraud in the sale of securities not in them- 
selves of a fraudulent nature, practically every state in the Union 
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has passed some type of securities law which are known as Blue 
Sky laws. The federal government enacted similar legislation in 
1933 (Securities Act). These laws vary greatly in character 
and severity, and the degree to which they interfere with the 
normal operations of the honest vendor of sound stocks and 
bonds. 

The blue sky laws seek to regulate the sale of securities in part 
through the control of the person or corporation distributing the 
issue, usually referred to as the dealer. In addition, regulations 
are set up to control the specific offerings of securities, to deter- 
mine whether they meet the requirements of the law. When the 
proper steps have been taken to obtain authorization for the sale 
of a particular security under the provisions of the blue sky law 
of any state, the issue is said to have qualified in that particular 
state. 

Because of a desire to avoid hampering legitimate security sell- 
ing, a few states have not passed blue sky laws proper, but have 
enacted instead anti-fraud or ''injunctive^^ laws which seek pri- 
marily to facilitate and expedite the prosecution of security 
frauds once they are brought to the attention of the state au- 
thorities. This type of law may be described as punitive in char- 
acter, whereas the blue sky laws properly so called are preventive 
in character. 


STOCKS SELLING EX-DIVIDEND 

When a dividend has been declared on a stock, it is necessary 
to modify its quotation accordingly after the date of record, on 
which the corporation determines the list of those who are en- 
titled to receive the disbursement. Thus, if a dividend is de- 
clared payable July 1 to stockholders of record June 5, the divi- 
dend will go only to holders whose names are registered on the 
books of the company at the close of business on that day. Those 
who buy the stock on June 5 will not have the shares transferred 
to their names until the following business day, and so are not 
entitled to the dividend. Therefore, the stock will sell ex-divi- 
dend June 5, or if that is Saturday or a holiday, the last preced- 
ing business day, and the price of the stock is considered as 
marked down by the amount of the dividend when comparing it 
with a previous quotation. 
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BOND QUOTATIONS 

Quotations on bonds are in percentage of face value. Thus, if 
a bond is quoted at 89^, the price will be $895 per $1,000 bond. 
Bonds on which interest is being paid, unless they are income or 
adjustment bonds not ordered to be quoted the regular way, are 
regularly quoted “and interest,” which means that an additional 
sum is added to the purchase price to represent accrued interest 
from the last coupon paying date to the date of purchase. Thus, 
a 6% bond purchased at 95, where interest is payable January 1 
and July 1, if purchased on April 1 will cost the purchaser $950, 
plus $15 interest, for three months to April 1, plus commission. 
Bonds on which interest is in default, and income and adjustment 
bonds on which regularity of interest payments has not been es- 
tablished, are quoted “flat,” in which event they are bought and 
sold like stock without adjustment of accrued interest. 


VOUCHER REGISTER AND ACCOUNTING PROCEDURE 

Forms o£ Record. — ^This is a form of purchase journal in which 
all types of expenditures, and not merely those for stock-in-trade, 
are entered as soon as the liability for them is incurred. Provi- 
sion is also made in the register for the distribution of each item 
of expenditure to the accounts affected in the ledger. It derives 
its name from the voucher which is used in connection with it. 
It is also called the “voucher record” or “record of audited 
vouchers.” Since the form of the register must be adapted to the 
^requirements of each particular business many varieties of it 
have been developed. A typical form is found on the following 
page. The voucher system of recording expenditures may be 
operated with or without the use of a subsidiary ledger for ac- 
counts as may be desirable; with the deduction of purchase dis- 
counts at the time invoices are vouchered or at any time they are 
paid; with the voucher and the check either combined or sepa- 
rated; and so on. 

Bookkeeping Procedure under Voucher System. — The fol- 
lowing outlines the procedure as given in Himmelblau, “Prin- 
ciples of Accounting:” 
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1. When an invoice for merchandise is received it should be OK’d 

by the receivmg clerk as to receipt of goods, by the purchasmg 
department as to pnces and terms, and by the bookkeeping 
department as to clerical accuracy of extensions and footings. 

2. Invoices for items other than merchandise should be first OK’d by 

the department authorizing the expenditure, and then by the 
bookkeeping department as to clerical accuracy. 

3. Invoices are filed alphabetically, or according to date payable, 

until vouchered. 

4. Prior to the due date a voucher is prepared consolidating all 

invoices payable to a smgle creditor. Attach some to office 
copy of voucher. Voucher should show the accounts to be 
charged and credited and the amoimts mvolved. 

5. Voucher is approved for payment by an executive. 

6. The approved voucher is entered in the voucher register. 

7. Approved vouchers are filed in the audited voucher file, either 

numerically or according to date due. 

8. If voucher check is used it should be forwarded with voucher for 

signature and countersignature of authorized officials. If sepa- 
rate check is used, prepare check, enter check number on 
voucher and in voucher register, and forward check and voucher 
to the authorized officials to be signed and countersigned. 

9. Stamp voucher "paid” and place in the paid voucher file. 

10. Enter check in the check register. 

11. Voucher register. Post subsidiary ledger accounts and accounts 

in the miscellaneous column from day to day. At the end of 
month, balance the register and post the totals of the various 
special columns. 

12. Check register. Post total at end of month to credit of Cash 

account and to the debit of the audited vouchers account in the 
general ledger. 

13. Cash receipts. No change in procedure. 

14. Daily bank balance record. Enter daily the total deposits for 

each day, the total checks drawn each day, and the daily bal- 
ance. No postings are made from this record. 

15. Sales and return sales. No change in procedure. 

16. Purchases and return purchases. Included in voucher register. 

17. Columnar journal. Prepare a journal voucher, attaching thereto 

all supporting data. Entry should be approved by proper 
executive and then entered in journal. Post the subsidiary 
ledger accounts and accounts in the Miscellaneous column from 
day to day. At end of month balance the journal and post the 
totals of the various special columns. 

18. Trial balance of each subsidiary ledger should agree with balance 

in the corresponding control account. 
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VOUCHER CHECK 

The voucher check is a voucher and check combined in one 
document, which is used in coimection with the voucher system 
of recording expenditures. Its general purpose is to secure from 
a vender a receipt for the payment of a particular invoice, the 
indorsed and canceled check when returned to the vendee being 
that receipt. The voucher check is issued in many forms. In one 
common form (shown below) , the details or summary of the ven- 


Voucher Check — Single 



dor’s invoice are given on the face of the check. In another, the 
folded form, more space is provided for entering the details of 
the vendor’s bill, as shown on the following page. 


VOUCHER— FORMS OF 

The voucher is a business paper or memo used in connection 
with the “voucher system” of recording expenditures. Each pur- 
chase of whatever sort is usually evidenced by a vendor’s bill or 
invoice, but these are of various sizes, forms, and colors. To pro- 
vide a suitable formal document for entry in the voucher register 
use is made of what is termed a voucher jacket or simply a 
voucher of uniform size, color, and form. The essential part of 
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of the vendor, the date of the bill, terms, etc., together with the 
details of the items purchased and amount of the bill. The data 
of the vendor's bill may be copied on the voucher or may simply 
be clipped to it. The vouchers are numbered in sequence and are 
entered in the voucher register in the same order. 

The two illustrations on the preceding page give a form of the 
voucher. 


PURCHASING FUNCTION IN A BUSINESS 

A high degree of cooperation is necessary in the modern busi- 
ness between the purchasing department and the other depart- 
ments in order to maintain the company's cash position and keep 
the inventories liquid. The purchasing function may be broken 
down into the following seven successive steps: 

1. Determining the article 5. Making the contract 

2. Learning what the market offers 6. Effectmg the dehvery 

3. Selecting the vendor 7. Completing the contract 

4. Determining the price 

Madison Cartmell (“Stores and Material Control”) lists seven 
points which every purchasing agent should constantly have in 
mind: 

1. He must be sure that the article selected is perfectly adapted to 

the use to which it is to be put. 

2. He must satisfy himself that its quality meets the specihcations 

of the requisition. 

3. He must be sure that the quality is uniform throughout the ship- 

ment. 

4. He must purchase it at the best price consistent with require- 

ments and on the most advantageous terms. 

6, He must be confident that he can effect delivery on Ihe date on 

which the material will be required. 

6. He must determine the proper quantity to meet current needs, 

with due regard to seasonal demand and supply. 

7. He must obtain a guaranty of stated prices for a fixed period, and 

if possible, protection against a dedine of prices during the 

period covered by the agreement. 

The purchasing department should keep in close touch with the 
other departments, so that hasty buying, with resultant cost to 
the company, may be avoided 
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PURCHASE RETURNS AND ALLOWANCES 

When goods are returned to the party from whom purchased or 
an allowance thereon is claimed, a “debit memorandum” may be 
sent to the concern from whom the merchandise was purchased, 
or that concern may send a “credit memorandum” covering 
the return or the allowance. These memoranda are placed in the 
unpaid invoice file and deducted from the next voucher issued to 
that concern. 

In case no further purchases are made from the particular in- 
dividual or firm to which the goods are returned it is necessary to 
send a bill covering the return or allowance in question. Two 
possible procedures are open: 

(a) At the time the bill is sent a journal entry may be made charg- 

ing the party billed and cr^tmg purchases, the charge bemg 
earned as a debit item in the creditors ledger and therefore 
also as a debit to the Audited Vouchers Control account. 
When cash is received m payment the entry is made in the 
cash receipts book, the credit being posted both to the Audited 
Vouchers Control account and to the account of the creditor 
charged in the subordinate ledger at tune he was billed. 

(b) If there is doubt as to the collectibility of the item it may be 

earned in a separate account, being entered therem in the 
first place, or transferred by journal entry from the Audited 
Vouchers Control account. When payment is received the 
posting from the cash receipts book must be correspondingly 
altered. 


BANK DISCOUNT 

Method of Computation. — ^Bank discount is simple interest 
computed on the maturity value of a note and deducted from 
that value when the note is discounted. The maturity value is 
the face amount of the note in case it is non-interest-bearing, and 
the face amount plus interest to maturity in case the note is in- 
terest-bearing. The number of days from the date the note is 
discounted to the date of maturity is called the “term of dis- 
count.” Banks compute one day^s interest on a 360-day year 
basis and multiply this amount by the exact number of days 
comprising the discount period. In computing the terms of dis- 
count either the first or last day of the period specified is in- 
cluded, but not both except in a few states. 
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To find the proceeds of a 4 months' note of $3,200 dated March 14 and 
discounted May 6 at 6% with collection charges of 1/10% : 


Date of matunty . July 14, 19 — 

The term ol discount from May 6 to July 14 is 69 days. 

Face value of note . . $3,200.00 

Discount tor 60 days $3200 

“ “ 9 “ 480 

" “ 69 “ 3680 

Collection charges 1/10% on $3,200 320 

Total charge 4000 

Proceeds $3,160.00 


Notes bearing interest on their face are treated in a similar 
manner. 

A 90-day note for $2,700 dated September 5 bearing interest at 6% is 
discounted September 29 with interest at 6%. Collection charge 1/10%, 


Date of maturity . , . . . December 4, 19 — 

The term of discount from September 29 to December 4 
IS 66 days. 

Face value of note , $2,700.00 

Interest at 6% on face of note for 60 days $27.00 

" « 6% " « 30 “ 13 50 

« « 6% " 90 “ 4050 

Total value of note at maturity . . $2,740.50 

Discount for 60 days .... $27 41 

« « 6 " 2.74 

" " 66 " . 3015 

Collection charges 1/10% on $2,740.50 274 

Total charges 3229 

Proceeds $2,707.61 


CASH DISCOUNT— TERMS AND ACCOUNTING 

Interpretation o£ Terms. — Cash discounts are deductions from 
selling prices offered to encourage prompt payment of bills when 
goods are sold on a credit basis. They are figured on the net 
selling prices, or the list prices less any trade discounts allowed. 
Since a cash discount may or may not be taken by the buyer, it is 
not deducted on the invoice. The buyer deducts the discount at 
the time he makes payment within the prescribed time. 

The number of days within which the buyer may take the cash 
discount is stated on the invoice, in a form similar to the follow- 
ing: “Terms: 2% 10 days, 1% 30 days, net 60 days.” This 
means that 2% may be deducted if the invoice is paid within 10 
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days (from date of delivery of goods, or of invoice, or of ship- 
ment, depending upon the agreement or upon the ^^custom of the 
trade”) ; 1% if the invoice is paid after 10 days but within 30 
days ; and no discount if paid after 30 days but within 60 days. 
Sometimes interest is charged on the time over 60 days. 

Accounting. — ^The figure at which merchandise should be 
entered in the books is the invoice price after deducting the trade 
discounts allowed, but before deducting cash discounts. If, how- 
ever, the cash discounts are large and are invariably taken, it is 
proper to deduct them on the invoice. 

When a bill minus the discount allowed is paid, the customer's 
account is credited for the full invoice price, while Cash and Sales 
Discount is debited. On the profit and loss statement sales 
discounts are variously treated as a deduction from sales, as a 
selling expense, or as a financial expense. 

Typical Terms. — ^The following are typical terms of cash dis- 
count: 

1 % lOd. 1% discount if paid in 10 days. 

Net 30d. Pay net withm 30 days. 

2 % loth proximo 2 % discount if paid by the 10th 

of the following month. 

6% e.ojn. 5% discount if paid by the end 

of the month. 

60d. extra Amounts to dating the bill 60 

days ahead, eg.: A bill dated 
June 1 IS due or the discoimt 
penod begins August 1. 

There may be a combination of some of the above terms as: 

2 % lOd./n 60d. 2 % if paid in 10 days or net if 

paid from 11 to 60 days. 

1% 10d./n 30d./60d. extra 1 % if paid between the 60th 

and 70th day after date of 
bill, net if paid from the 71st 
to the 100th day, and if paid 
prior to the 60th day, deduct 
1 % and interest on the net 
amoimt from the time of pay- 
ment to the 60th day. 
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Season Dating. — ^In many lines of seasonal business, the seller 
may date the purchase order several months ahead or allow a 
considerable amount of time to elapse before the beginning of 
the discount period. This is to induce the buyer to place his 
order ahead, so as to relieve the rush period, and gain advance 
information as to quantity to be manufactured. 


TRADE DISCOUNT— USES AND CALCULATION 

Definition and Purpose. — ^Trade discounts are deductions from 
list prices of goods which are not made contingent upon prompt 
payment. List prices are catalog or quoted prices from which 
the trade discounts are deducted in order to determine the price 
to be charged the customer. 

Trade discounts are used to serve several purposes. First, 
instead of reprinting a catalog whenever market prices have 
changed, sheets containing the discounts allowed from list price 
are published instead. Trade discounts are also used for the pur- 
pose of partly concealing the real quotation. Without the rates 
of discount allowed from list, a catalog tells nothing of the real 
price. The “quantity discounts” allowed on goods purchased in 
large quantities are also a form of trade discount. 

Methods of Quotation. — ^Prices may be quoted at a single dis- 
count or by means of a series of discounts, each taking as its base 
the net amount left after deducting the next preceding discount. 
Examples will illustrate: 

1. Goods listed at $250 are quoted at 20% off. The sale price here 

is $200. 

2. Goods listed at $500 are quoted at 50% and 20% off. 

50% off $500 leaves $250. 

20% “ $250 “ $200 — ^the same real sale price as in No. 1. 

3. Goods listed at $750 are priced at 50%, 33%%, and 20% off, 

50% off $750 leaves $375. 

33y3% “ $375 " $250. 

20% “ $250 “ $200— the same as in Nos. 1 and 2. 

Methods of Calculation. — Short methods for calculating trade 
discoimts when given in a series or a chain are often employed. 
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For a series of only two discounts, a single rate equivalent to the 
two may be found by subtracting their product from their sum — 
always treating them as decimals. Thus, a senes of 20 and 20 is 
equivalent to a single rate of 36, (.20+ .20 = .40; .20 X .20 = .04; 
.40 -.04 = .36). 

Where there are many such chain discounts to be computed, 
it is well to have the clerk prepare a table like the following, 
taking into consideration the usual discounts that are given in 
the particular trade. 


Table Showing Net Equivalent After Chain Discounts 



5% 

10% 

12)i% 

16%% 

20% 

2S% 

33%% 

Net 

.95000 

.90000 

.87500 

83333 

80000 

75000 

66667 

2^ 


.92625 

.87750 

.85313 

81250 

.78000 

73125 

65000 



.90250 

85500 

.83125 

79167 

76000 

72150 

63333 

10^ 

k 

85500 

.81000 

.78750 

.75000 

72000 

67500 

.60000 

10< 

t 5% 

.81225 

.76950 

.74813 

71250 

.68400 

.64125 

57000 

20< 


.76000 

.72000 

.70000 

.66667 

64000 

60000 

.53333 

20^ 


.72200 

68400 

.66500 

.63333 

.60800 

57000 

.50667 

20< 

10% 

.68400 

.64800 

.63000 

60000 

57600 

.54000 

.48000 

20^ 

g, 10%, 5% 

.64980 

.61560 

.59850 

.57000 

54720 

51300 

.45600 

25^ 

fo 

.71250 

.67500 

.65625 

.62500 

.60000 

.56250 

.50000 


To find the cost of articles listed at $62 per dozen, less discounts of 
10%, 10% and 6% : The first discount of 10% is found to be the second 
column on the top row of the table. Then proceed down that column to 
where 10% and 5% are shown. This is .76950, which is the net eqmvalent 
after discounts of 10%, 10%, and 5%. Multiply $62 by .76950 = $47,71, 
the net price. 


Add to 
Cost 


6 ,^%. 

10.00 . 
11.11 . 
12.36 . 

12H . 

13.63 . 
14.94 . 
16.28 . 
16.43 . 


TABLE FOR COMPUTING MARKUPS 


To Make 


To Make 


To Make 


To Make 

on SeU- 

Add to 

on Sell- 

Add to 

on Sell- 

Add to 

on Sell- 

ing Pnce 

Cost 

ing Price 

Cost 

ing Price 

Cost 

ing Price 

.. 4Ji% 

17.66%. 

.. 15 % 

31.58%. 

.. 24 % 

55.00%. 

.. 36%% 

.. 7 

19.05 . 

.. 16 

33H 

.. 25 

60,00 . 

.. 37% 

.. 9 

20.00 . 

.. 16?i 

35.00 

.. 26 

65.00 . 

.. 39% 

.. 10 

20.49 . 

.. 17 

37H 

.. 27H 

66% . 

.. 40 

.. 11 

21.96 . 

.. 18 

40.00 . 

.. 28M 

70.00 . 

.. 41 

.. IIM 

23.46 . 

.. 19 

42.86 . 

.. 30 

75.00 . 

.. 42% 

.. 12 

25.00 . 

.. 20 

45.00 . 

.. 31 

80.00 . 

.. 44% 

.. 13 

26.58 . 

.. 21 

47.00 . 

.. 32 

85.00 . 

.. 46 

14 

28.21 . 

.. 22 

50.00 . 

.. 33H 

90.00 . 

.. 47% 

.. 14M 

29.88 . 

.. 23 

63.85 . 

.. 35 

100.00 . 

.. 50 
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PERCENTAGE OF PROFIT BASED ON SELLING PRICE 

The selling price of goods when certain factors are known can 
be readily obtained through the use of the formula or a table (see 
preceding page). These factors are: 

1. Cost of goods 

2. Per cent cost of doing business based on selling pnce 

3. Per cent of net profit desired based on selling price 

The table on the preceding page gives the selling price factor 
and has been derived from the formula: 


8 P. factor 


1 

l-CC+P) 


where C = per cent cost on sales of doing business 
P = per cent net profit on sales desired 

What should the selling price of an article be when its cost is $22, the 
desired percentage of net profit on sales is 20%, and the percentage cost 
of doing business on sales is 25%. Referrmg to column headed 25% on 
the line 20%, we find the factor 1.818. Multiply $22 by 1.818 to give the 
selling pnce which is $40. Proof : 


Cost of doing business 25% of $40 $10 

Per cent profit desired 20% of $40 8 

Cost of goods , ... 22 

Selling price $40 


ANTICIPATION RATES AND PERCENTAGES IN 
RETAIL BUSINESS 

Use of Term, — ^Anticipation is a term used in retail business in 
connection with invoices for purchases which have dating terms. 
Thus a bill of merchandise is purchased at 2%, 10 days, 90 days 
extra. If merchandise is received within 10 days from date of 
invoice, most concerns permit purchaser to take additional dis- 
count at rate of, say, 6% per annum for 90 days, equivalent to 
in addition to 2% cash discount. 

Anticipation Rates Illustrated. — ^In computing anticipation 
on invoices, the table on pages 105 and 106 will be of assistance. 
The annual rates have been reduced to a daily basis. This table 
is based upon 365 days to the year and covers annual anticipa- 
tion rates from 1% to 10% inclusive, covering periods from 1 to 
90 days. The figures shown opposite the various number of days 



HANDY OFYICE BOOK 105 

A Table of Anticipation Rates and Percentages 


Peb Annum Rates 


Days 

1 % 

2% 

3 % 

4% 

5% 

6 % 

7 % 

8% 

9 % 

10% 

1 

00274 

00548 

.00822 

.01096 

.01370 

.01644 

.01918 

.02192 

.02466 

.02740 

2 

.00548 

.01096 

.01644 

.02192 

02740 

.03288 

.03836 

.04384 

.04932 

.05479 

3 

00822 

01644 

02466 

03288 

04110 

.04932 

.05753 

.06575 

07397 

.08219 

4 

01096 

02192 

.03288 

.04384 

05479 

06576 

07671 

.08767 

.09863 

.10959 

5 

.01370 

.02740 

.04110 

.05479 

.06849 

.08219 

09589 

.10959 

.12329 

.13699 

6 

01644 

03288 

.04932 

.06575 

08219 

.09863 

.11507 

,13151 

.14795 

.16438 

7 

.01918 

03836 

.05763 

.07671 

.09589 

.11507 

.13425 

.15342 

.17260 

.19178 

8 

02192 

04384 

.06575 

.08767 

.10959 

.13151 

.15342 

.17534 

.19726 

.21918 

9 

.02466 

04932 

.07397 

09863 

.12329 

.14795 

.17260 

.19726 

.22192 

.24658 

10 

.02740 

.05479 

.08219 

.10959 

.13699 

.16438 

.19178 

.21918 

.24658 

.27397 

11 

.03014 

.06027 

.09041 

.12055 

.15068 

.18082 

.21096 

.24110 

.27123 

.30137 

12 

03288 

.06575 

.09863 

.13151 

.16438 

.19726 

.23014 

.26301 

.29589 

.32877 

13 

.03562 

07123 

.10685 

.14247 

.17808 

J21370 

.24932 

.28493 

.32055 

.35616 

14 

03836 

07671 

.11507 

.15342 

.19178 

.23014 

.26849 

.30685 

.34521 

.38356 

15 

04110 

08219 

.12329 

.16438 

.20548 

.24658 

.28767 

.32877 

.36986 

.41096 

16 

.04384 

.08767 

.13151 

.17534 

21918 

26301 

30685 

.35068 

.39452 

.43836 

17 

.04658 

09315 

.13973 

.18630 

.23288 

.27945 

32603 

.37260 

.41918 

.46575 

18 

.04932 

09863 

.14795 

.19726 

24658 

! .29589 

.34521 

.39452 

.44384 

.49315 

19 

.05205 

10411 

.15616 

.20822 

.26027 

.31233 

.36438 

.41644 

.46849 

.52055 

20 

.05479 

.10959 

.16438 

.21918 

.27397 

.32877 

.38356 

.43836 

.49315 

.54795 

21 

.05753 

.11607 

.17260 

.23014 

.28767 

.34521 

.40274 

.46027 

A1781 

.57534 

22 

.06027 

.12056 

.18082 

^110 

.30137 

.36164 

.42192 

.48219 

.54247 

.60274 

23 

.06301 

12603 

.18904 

.25205 

.31507 

.37808 

44110 

.50411 

.56712 

.63014 

24 

06575 

.13151 

.19726 

.26301 

32877 

.39452 

.46027 

.52603 

.59178 

.65753 

25 

.06849 

.13699 

.20548 

.27397 

.34247 

.41096 

.47945 

.54795 

.61644 

.68493 

26 

.07123 

.14247 

.21370 

.28493 

.35616 

.42740 

.49863 

.56986 

.64110 

.71233 

27 

07397 

.14795 

.22192 

.29589 

.36986 

.44384 

51781 

.59178 

.66575 

.73973 

28 

07671 

.15342 

.23014 

30685 

.38356 

.46027 

.53699 

.61370 

.69041 

.76712 

29 

.07945 

.15890 

.23836 

31781 

.39726 

.47671 

55616 

.63562 

.71507 

.79452 

30 

.08219 

.16438 

.24658 

.32877 

.41096 

.49315 

.57534 

.65753 

.73973 

.82192 

31 

.08493 

.16986 

.25479 

.33973 

.42466 

.50959 

.59452 

.67945 

.76438 

.84932 

32 

.08767 

.17534 

.26301 

.35068 

.43836 

.52603 

61370 

.70137 

.78904 

.87671 

33 

.09041 

.18082 

.27123 

.36164 

.45205 

.54247 

.63288 

.72329 

.81370 

.90411 

34 

.09315 

.18630 

.27945 

.37260 

.46575 

.55890 

.65205 

.74521 

.83836 

93151 

35 

.09589 

.19178 

.28767 

.38356 

.47945 

1 .57534 

.67123 

.76712 

.86301 

.95890 

36 

.09863 

.19726 

.29589 

.39452 

.49315 

.59178 

.69041 

.78904 

.88767 

.98630 

37 

.10137 

.20274 

.30411 

.40548 

.50685 

.60822 

.70959 

.81096 

.91233 

1 01370 

38 

.10411 

.20822 

.31233 

.41644 

.52055 

.62466 

.72877 

.83288 

.93699 

104110 

39 

.10685 

.21370 

.32055 

,42740 

.53425 

1 .64110 

.74795 

.85479 

.96164 

106849 

40 

.10959 

.21918 

.32877 

.43836 

.54795 

.65753 

.76712 

.87671 

.98630 

1.09589 

41 

.11233 

22466 

.33699 

.44932 

.56164 

.67397 

.78630 

.89863 

1 01096 

1 12329 

42 

.11507 

.23014 

.34521 

.46027 

.57534 

.69041 

.80548 

.92055 

1.03562 

1.15068 

43 

.11781 

.23562 

.35342 

.47123 

.58904 

.70685 

.82466 

.94247 

1.06028 

1.17808 

44 

.12055 

.24110 

.36164 

.48219 

.60274 

.72329 

.84384 

.96438 

1.08493 

1.20548 

45 

.12829 

.24658 

.36986 

.49315 

.61644 

.73973 

.86301 

.98630 

1.10959 

1.23288 

46 

.12603 

.25205 

.37808 

.50411 

.63014 

.75616 

.88219 

100821 

1.13424 

126027 

47 

.12877 

.25753 

.38630 

.51507 

.64384 

.77260 

90137 

103013 

1.15890 

128767 

48 

.13151 

.26301 

.39452 

.52603 

.65753 

.78904 

.92055 

1.05205 

1.18356 

131506 

49 

13425 

26849 

.40274 

.53699 

.67123 

.80548 

.93973 

1.07397 

1.20821 

134246 

m 

.13699 

.27397 

.41096 

.54795 

.68493 

.82192 

95890 

1.09589 

123287 

136986 
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A Table of Anticipation Rates and Percentages— (Continued) 

Per Annum Rates 


Days 1% 2% 3% 4% S% 6% 7% 8% 9% 10% 

51 13973 27945 .41918 .55890 .69863 .83836 .97808 1 11780 1 25753 1 39726 

52 14247 .28493 .42740 .56986 .71233 .85479 99726 1 14146 1 28219 1 42465 

53 14521 29041 .43562 .58082 72603 .87123 1 01643 1 16164 1 30684 1.45205 

54 14795 .29589 .44384 .59178 .73973 .88767 1 03561 1 18356 1.33150 1 47945 

55 15068 .30137 .45205 .60274 .75342 .90411 1.05479 1 20547 1.35616 1 50684 

56 15342 .30685 .46027 .61370 .76712 .92055 1.07397 1 22739 1 38082 1 53424 

57 15616 31233 .46849 .62466 .78082 .93699 1 09315 1 24931 1.40547 1 56164 

58 15890 .31781 .47671 .63562 79452 95342 111232 1 27123 1 43013 1 58904 

59 16164 .32329 48493 .64658 .80822 96986 113150 1 29315 1 45479 1 61643 

60 16438 .32877 .49315 .65753 82192 .98630 1.15068 1 31506 1 47945 1 64383 

61 16712 33425 50137 .66849 .83562 1 00274 116986 1 33698 1 50410 1 67123 

62 16986 33973 .50959 .67945 .84932 1 01918 118904 1 35890 1 52876 1 69863 

63 17260 34521 .51781 .69041 .86301 103562 1 20821 138082 1 55342 1 72602 

64 17534 .35068 52603 .70137 .87671 105205 1 22739 1 40273 1 57808 1 75342 

65 17808 .35616 53425 .71233 .89041 106849 1 24657 1 42465 1 60273 1.78082 

66 .18082 .36164 54247 .72329 .90411 108493 1 26573 1 44657 1 62739 1.80821 

67 18356 36712 .55068 .73425 .91781 110137 1 28493 1 46849 1 65205 1.83561 

68 18630 .37260 .55890 .74521 .93151 111781 130410 1 49041 167671 1.86301 

69 18904 .37808 .56712 .75616 .94521 113425 1 32328 1 51231 170136 1 89041 

70 .19178 .38356 .57534 .76712 .95890 1.15068 1 34246 1.53424 1 72602 1 91780 

71 .19452 .38904 .58356 .77808 .97260 116712 1 36164 1 55616 1 75068 1 94520 

72 .19726 .39452 .59178 .78904 .98630 118356 1 38082 1.57808 1 77534 1 97260 

73 20000 .40000 .60000 .80000 100000 120000 140000 160000 180000 2 00000 

74 20274 .40548 60822 .81096 1 01370 1 21644 1 41917 1 62191 182465 2 02739 

75 .20548 .41096 .61644 .82192 1 02740 1 23288 1.43835 1 64383 1.84931 2.05479 

76 .20822 .41644 .62466 .83288 1 04110 1 24931 145753 1 66575 1 87397 2.08219 

77 21096 .42192 .63288 .84384 1 05479 1 26575 1 47671 168767 1.89863 2 10958 

78 21370 .42740 .64110 .85479 1 06849 1 28219 1 49589 1 70958 1 92328 2 13698 

79 21644 .43288 .64932 .86575 1 08219 1.29863 1 51506 1 73150 1.94794 2 16438 

80 .21918 .43836 .65753 .87671 1.09589 1 31507 1 53424 1.75342 1.97620 2.19183 

81 22192 .44384 .66575 .88767 110959 1 33151 1.55342 1.77534 1 99726 2 21917 

82 22466 .44932 .67397 .89863 1.12329 1.34794 1 57260 1 79726 2.02191 2 24657 

83 22740 .45479 .68219 .90959 1.13699 1 36438 1.59178 1.81917 2 04657 2 27397 

84 .23014 .46027 .69041 .92055 115068 1.38082 1.61095 1 84109 2.07123 2 30136 

85 J2328S .46575 .69863 .93151 1.16438 1 39726 1.63013 1.86301 2.09589 2 32876 

86 .23562 .47123 .70685 .94247 117808 1 41370 1 64931 188493 2.12054 2 35616 

87 .23836 .47671 .71507 .95342 1.19178 1.43014 1.66849 1 90684 2 14520 2 38356 

88 .24110 .48219 .72329 .96438 1 20548 1 44657 1 68767 1 92876 2.16986 2.41095 

89 24384 .48767 .73151 .97534 1 21918 1 46301 1.70684 1.95068 2.19452 2 43835 

90 J24658 .49315 .73973 .98630 1.23288 1 47945 1.72602 1.97260 2.21917 2.46575 


are the per cents applicable to the respective period, based upon 
the annual percentage shown at the top of the column. 

Invoice dated March 31 for $4,750.90, terms 2%, 10 days, 90 


days extra, F.O.B. destination, paid on April 27. 

Invoiee $4,75090 

Less: Freight 30.40 

4,720.50 

Less: Discount 2% 94.41 

4,626.09 

Less: Anticipation 6% for 73 days (12%, see table) . 55.51 

Amount of check $4,570.58 
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The 1.2% anticipation shown above is taken from the table on 
the opposite page against 73 days and under the 6% column. 

It is the custom with some stores to compute the discount on 
the face of the invoice and the anticipation on the net amount 
after deducting the discount; then deducting the freight charges. 
This plan, which favors the purchaser, is illustrated below: 

Using the same example as shown above, namely, invoice dated 
March 31 for $4,750.90, terms 2%, 10 days, 90 days extra, F.O.B. 
destination, paid on April 27, the computations are as follows: 


Invoice . $4,750.90 

I/ess: Discount 2% 95.02 

4,655B8 

Less: Anticipation 6% for 73 days (12%, see table) . . . 55B7 

4,600.01 

Less: Freight . 30.40 

Amount of check . . $4,569.61 


MERCANTILE AGENCY—DUN & BRADSTREET, INC. 

This company is the best known and most frequently used of 
the mercantile agencies which disseminate credit information 
concerning business enterprises. Its organization consists of 
thousands of trained reporters, correspondents, and attorneys 
located in every trading center. It publishes a rating book for 
general reference regarding capital and credit standing of the 
concerns covered. The book imdergoes constant revision and is 
republished every two months. It purports to list every manu- 
facturer, jobber, wholesaler, retailer, and bank, about 2,000,000 in 
number. Because of the enormous number of listings, it is neces- 
sary to condense the conclusions under two heads, and they are 
represented by two symbols. 

The first symbol used denotes the relative capital or size of the 
business; and the second indicates the general credit standing, 
whether of the best or not so good. The two ratings are distinct 
and bear no relation to each other. Thus a large concern may be 
rated “Aa,’^ meaning that in size it is a $1,000,000 enterprise. The 
second rating of however, would indicate that its willing- 

ness and ability to pay its debts was not of the best. Again, the 
first rating of a concern might be “E” indicating $20,000 to 
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S35,000 in size, while its second rating of “ 2 ” would signify that 
its credit standing was high. 

The following table shows the s 3 nQibols used by Dun & Brad- 
street, Inc. The vertical solid lines which separate the different 
grades of credit in this symbol chart indicate the ratings ordi- 
narily required by credit insurance companies before they will 
generally insure the shipper against loss. 

Commercial Ratings — Don & Bradstreet, Inc. 


Genbbal Gbedit 


Eshmatbd Pecuniabt Stbenotk 


High 


Good 


Fair 


Ajl Over $1,000,000 
A+ $750,000 to $1,000,000 
A 500,000 to 760,000 

B+ 300,000 to 500.000. 

B 200,000 to 300.000 

C+ 123,000 to 200,000 

C 75,000 to 125,000. 

D+ 50.000 to 75,000 

D 35,000 to 50.000 

E 20,000 to 35,000 

F 10,000 to 20,000. 

G 5,000 to 10,000 

H 3,000 to 5,000 

J 2,000 to 8,000 

K 1,000 to 2,000 

L 500 to 1,000. 

M Less than ^0. < 

Blank 



1 2 r-T 


Lt'd 


2 

2 

2 

2H 

2H 

3 

3 



4 

4 

4 

4 

4 

4 

4 


In addition, Dun & Bradstreet, Inc., furnish reports on the con- 
cerns under investigation, which include: 

1. History of the past record of the concern or the principals con- 

ducting the business. 

2. Pinaneial statements showing assets, liabilities, and net worth. 

These statements are as of current and earlier periods. The 
agency neither audits nor verifies the statements obtained by it, 
but requires the signature of the merchant. 

3. Comments on general conditions indicated by the statements. 

4. Information as to character, habit, and busmess capacity; and as 

to location, business outlook, etc. These matters are reported 
as mere hearsay, but they should not be disregarded unless 
actually known to be erroneous. Often they will be found to be 
trustworthy 

5. Information regarding opinions and experiences of other creditors. 

6. Pire record. 
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PSYCHOLOGY OF COLLECTING ACCOUNTS 
The wise credit and collection man, like the wise salesman, 
studies his customers, their habits of living, buying, paying, 
thinking, and also the effect his business produces on these habits. 

A Chart of Collection Psychology 


N£CeSSARY IN EVERY LETTER 

SECURE ATTENTION 

SECURE ACnON 

MAINTAIN RESPECT 

SHOW FAIRNESS 

EMPLOY SURPRISE AND IMPULSE 

DESIRABLE IN EVERY- LEHTTER 

RESELL THE CUSTOMER YOUR GOODS. 
CREDIT OR SERVICE (APPEAL TO SELF- 
INTERESf) 

APPEAL TO PRIDE 

A^EAL TO GOODWILL AND COOPERATION 

NECESSARY IN EARLY LETTERS 

USE THE POWER OF HABIT 

POSSIBLE IN ANY LETTER 

APPEAL TO: 

GOOD NATURE 

FAIR PLAY 

DESIRE TO AVOID ANNOYANCE 

SUCCESS 

BACKGROUND OF EARLY LET- 
TERS AND FOREGROUND OF 
LATER LETTERS 

appeal TO FEAR 

POSSIBLE IN LATER LEITERS 

APPEAL TO SHAME 

POSSIBLE AT VARIOUS TIMES 

appeal TO* 

FAMILY AFFECTION 

CURIOSITY 

SAVINGS 

ACQUIsmVENESS 

COMPETITION 

IMITATION 

PATRIOTISM 

AVOID AT ALL TIMES 

ANGER 

PITY 

CONTEMPT 


This is the study of collection psychology. He must analyze the 
mental operation of the man who is asked to pay a bill, and dis- 
cover the usual trend of his thought so as to work with it rather 
than against- it. Next he must study his customers to see whether 
there are any other motives on which they are accustomed to 
act, which he can use in collection. Such a motive as local pride, 
for instance, may never have entered the customer’s mind in 
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connection with his payment, but this does not mean that the 
collection man cannot make use of it. A first-rate aid m guiding 
one in such such collection psychology study is the chart given 
above, suggested by Gardner and Fall in ^‘Effective Collection 
Methods,” which exhibits the method in graphic form. 


COLLECTION METHODS 

The aim of the competent collection man of a business estab- 
lishment is not only to collect but also to retain for his house the 
goodwill of a good account. To that he will have as a back- 
ground all the available credit information as well as the ledger 
history of the account before he decides upon the mode of 
handling it. 

In trying to collect from the account whose goodwill it is 
important to retain, as well as from the one requiring more 
drastic action, several steps are open to the collector. 

1. Statements. — ^Usually the collection process is started by 
mailing a statement. The first statement is merely a reminder, 
drawing attention to an oversight or to negligence. This may 
be followed, if necessary, by other statements, bearing comments 
such as: “Please remit,” “IQndly advise if you do not find above 
amount correct.” 

2. Letters. — ^The first letter may be extremely mild and be fol- 
lowed by others of varying degrees of forcefulness but increasing 
progressively in insistence. Distinctiveness is essential in a 
letter intended to be attention-compelling. This may be realized 
by injecting personality into the letter, referring to items in con- 
nection with the specific transactions or particular matters of 
interest to the debtor, and by a proper follow-up course. 

3. Telegrams. — ^The collection telegram suggesting urgency has 
considerable psychological value. In using it, however, one must 
avoid liability for libel or extortion. The telegram should not 
contain a threat of bankruptcy or criminal prosecution. 

4. Drafts. — When no satisfactory response is received to col- 
lection letters or telegrams, the collector may try to force the 
issue by drawing on the debtor. Such drafts may be deposited 
by the collector at his bank, which forwards to a correspondent 
bank in the debtor's locality, or it may be sent by the creditor 
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direct to the debtor's bank, or to a bank in the debtor's vicinity. 
Usefulness of the draft as a collection instrument is, however, 
limited. Is usually makes the debtor resentful, or he gives the 
collecting bank some plausible reason for not paying. 

5. Collection Attorneys. — claim should be placed with an 
attorney only after careful consideration, since this mode of col- 
lection involves expense and the probability of losing the account. 
Attorneys who specialize in the collection of accounts and who 
are organized for this service usually can serve to best advantage. 
Care must be exercised in the selection of such attorneys, so as 
not to employ an incompetent or unscrupulous attorney. 

6. Collection Agencies. — ^The points to be considered in con- 
nection with the attorney apply to the employment of collection 
agencies for collecting accounts. The good collection agency 
promptly tries to collect amicably, and advises suit only after 
the case has been carefully considered. 


BULK SALES LAW FOR PROTECTION OF CREDITORS 

The purpose of this law is to prevent debtors from defrauding 
creditors by selling or transferring in bulk their stocks of mer- 
chandise. It has been enacted in every state. The New York 
law, which is typical, provides that such sale may not be made 
except in the ordinary course of business unless the purchaser 
receives from the seller written lists of names and addresses of 
the creditors, with the amount due each, and he notifies each 
creditor five days before taking possession of the merchandise of 
the terms of the sale. Any purchaser who does not conform to 
the provisions of the act becomes, within several months after 
the sale, upon the application of a creditor, a trustee who is held 
accountable to creditors for the goods that have come into his 
possession because of the sale. 

If the statute is not complied with and no notice of the sale is 
given by the purchaser, the creditor's remedy is to apply to a 
court for the appointment of a receiver to take over the property 
which has been transferred; or by setting forth the facts and 
requesting that the purchaser be declared a trustee of the goods 
for the benefit of the creditors of the seller. If the application is 
granted, the property is sold after being appraised, and the pro- 
ceeds are applied to pay the creditors of the original seller. 
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COMMERCIAL CREDIT PURPOSES 
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ATTACHMENT AS A CREDITOR’S LEGAL REMEDY 
This is a legal proceeding whereby a creditor secures a lien on 
a debtor’s property for the collection of the debt due him. Upon 
application the court issues a formal order, known as the writ of 
attachment, directing the sheriff to seize whatever amount of 
property may be necessary to raise sufficient money through sale 
to pay the debt together with costs. The sale, however, cannot 
be made until the creditor secures a judgment on the debt from 
the court, which is a separate proceeding. 

The usual grounds upon which a court will grant a creditor the 
remedy of an attachment are as follows: 

1. That the debtor is a non-resident of the state where the writ of 

attachment is sought against the debtor’s property located 
wilhm the state. 

2. That he has left the state with intent to defraud creditors or to 

avoid service of legal process. 

3. That he with like intent keeps himsdf concealed within the state. 

4. That he has removed property or is about to dispose of property 

for the purpose of defraudmg his creditors. 

5. That he has secured property from the creditor by fraudulent 

representations, such as the making of a false statement in 
writing regardmg his financial condition. 

6. That he has violated the bulk sales law. 


JUDGMENT AND EXECUTION— LEGAL ENFORCEMENT 
OF A CLAIM 

When an account remains uncollected after the date fixed for 
payment, the creditor may bring an action against the customer. 
If the court finds for the plaintiff, judgment is entered, which 
contains the conclusions of the law upon the facts as set forth in 
the complaint, and leaves the creditor to his legal remedies. These 
consist of having a writ of execution issued, which is a warrant 
directing the sheriff to collect the amount of the judgment out of 
the personal property of the debtor, by seizing and selling it at 
public auction. Should the sheriff be unable to locate any assets 
on which to levy, he makes his return as having found the debtor 
execution-proof. In that case the only course open to the creditor 
is to arrange to have the affairs of the debtor investigated every 
six months or so in order to see if he has prospered sufficiently in 
the meantime to justify serving another writ of execution. The 
law allows interest on judgments until paid. 
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FALSE STATEMENT LAW FOR PROTECTION OF 
CREDITORS 

The laws of nearly every state now provide for the punishment 
of offenders who obtain money or property on false statements of 
condition. The Uniform False Statements Law, enacted in a 
number of the states, provides in substance punishment: (1) for 
the making of a false statement in writing for the purpose of 
procuring credit, with intent that it shall be relied upon; (2) for 
procuring property or credit upon the faith of a false statement, 
the person procuring the credit not necessarily being the one 
making the statement; and (3) for falsely representing that a 
previous written statement is true with respect to present con- 
ditions, thereby procuring credit. 

The essence of the crime under the new law is the making of a 
false statement “with intent that it shall be relied upon.” By 
also making it a misdemeanor to make a false statement even 
without fraudulent intent, the statute covers exaggerated or 
untrue statements that may not have been intended to defraud 
any one. 

GARNISHMENT AS A CREDITOR'S LEGAL REMEDY 

Garnishment is a court proceeding whereby a party indebted 
to a defendant in a suit or having in his possession property of 
the defendant is summoned into court, compelled to disclose the 
amount and nature of the indebtedness or property, and enjoined 
from paying the indebtedness to the defendant or of disposing of 
the property. The person so summoned is the garnishee. Gar- 
nishment is merely an auxiliary remedy open to a plaintiff to 
reach the credits and property of his debtor defendant when 
attachment and execution are unavailing. In that sense the law 
regards the garnishee as a mere stakeholder of the fund or 
property sought to be reached. 


CAPITAL, CAPITAL STOCK, AND CAPITALIZATION 

Capital and Capital Stock. — Capital stock is that portion of 
a corporation’s net worth which may not be trenched upon by 
dividend distributions and which can be reduced, aside from 
losses due to operations, only by means of certain legal formal- 
ities prescribed by statute, including the consent of a stated 
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majority of the stockholders. The portion of the net worth from 
which dividends may be paid is the surplus. Capital stock, in 
other words, is the margin of safety which the law prescribes for 
the protection of the corporation's creditors, due to the limited 
liabilit3^ of the stockholders, that is, their freedom from personal 
liability for the debts of the corporation. Capital stock is repre- 
sented by the aggregate par value of the issued shares, or by the 
aggregate “stated'' value of no-par shares. It is frequently 
referred to merely as capital or “stated capital," the latter term 
being employed especially in connection with stock without par 
value. 

Authorized and Issued Capital. — ^The authorized capital 
stock is the total amount of shares with par value or the total 
number of shares without par value, specified in the corporation's 
charter, which may be issued, usually by action of the directors. 
It can be increased or decreased only by the stockholders taking 
action to amend the charter. As frequently only a portion of the 
total authorized amount is issued, there may be at any moment 
both issued and unissued stock. Issued stock consists of (1) 
outstanding stock and (2) stock reacquired but not retired, being 
kept alive, as it were, in the treasury. The latter is known as 
treasury stock and may be reissued without observing the legal 
requirements to which an original issue of stock is subject. 
Its retirement generally requires action by the stockholders. 
Unissued stock is not properly designated as treasury stock. 

Capitalization and Capital. — Capitalization is a term fre- 
quently employed in financial circles to indicate the total capital 
stock and the funded or bonded debt of a corporation. As used 
by some accounting writers, however, “capitalization” often 
refers only to the outstanding capital stock, especially at the 
outset of a new or newly reorganized enterprise. 

The term “capital,” in addition to referring to capital stock, 
is also used in the economic sense of the funds invested in the 
business and represented by the assets, or to signify the total net 
worth, or, again, to refer to the capital stock and paid-in sur- 
plus, as representing the total contribution of stockholders. 

Share of Stock. — The total stockholders' interest, capital stock 
and surplus, is divided into a certain number of equal fractions, 
called shares; or if there are several classes of stock issued, each 
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class is divided into a number of equal shares. In the contem- 
plation of the law shares of stock are uniform, transferable 
contracts which the stockholders have with the corporation and 
with each other, conferring upon the holders certain rights and 
imposing upon them certain liabilities. The stock certificate is 
merely the written or engraved evidence of the ownership of a 
certain number of shares. 

Rights and Liabilities of Stockholder. — Without specific 
statutory or charter provisions to the contrary, the owner of 
capital stock possesses the three fundamental rights of participa- 
tion in the distribution of profits, participation in distribution of 
the assets upon dissolution, and voice in the management or 
voting power, though the last-named right may be restricted or 
entirely removed in the case of certain classes of stock. The 
extent of his participation in these rights depends upon the pro- 
portion of the total issued shares he holds. Of the obligations 
imposed upon stockholders the most common is the requirement 
that payment be made in full for the shares in accordance with 
the terms of the subscription agreement, including the full par 
value in the case of stock with par value. Special liabilities are 
sometimes imposed by statute, which modify the general rule of 
stockholders’ limited liability. 


PAR VALUE OF STOCK 

Nature of Par Value. — Stocks are of two classes according as 
their shares have or have not a par or so-called nominal value. 
The par value is a more or less arbitrary figure fixed by the 
certificate of incorporation and stated on every stock certificate. 
Its real significance is as follows: 

1. It fixes the minimum subscription price at which the shares may 

be issued. An original sale of stock at a price below par renders 
the purchaser liable for the deficiency, at least to the creditors 
of the corporation if not to the corporation itself. 

2. It determines the amoimt of the subscription proceeds which is 

to be credited to the capital stock, which is aggregate par value 
of the shares. Premiunas received for the shares in excess of 
their par value constitute paid-in surplus. 

Formerly stock with par value of $100 per share was the rule, 
and still is among railroads. Among industrial and public utility 
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companies, however, many of those having stock with par value 
have the par fixed at much less than $100 — at figures ranging 
usually anywhere from $1 to $25 or so. Some state statutes 
prescribe the maximum and minimum par values which corpora- 
tions organized under them may have, while other state statutes 
set no such limits. 

Disadvantages of Par Value. — ^Par value attached to shares 
of stock has certain disadvantages which have led practically all 
states to permit corporations to issue shares without par value. 
Among the disadvantages are the following; 

1. The liability its use imposes on shareholders when stock is sold 

below par hampers concerns in financing with stock issues when 
the market price of the shares is below par. 

2. Use of par value encourages the practice of overvalumg property 

and services given in exchange for additional shares when the 
market pnce of the shares is below par. It tends to result, 
therefore, in stock vratering. 

3. The danger of investors mistakmg the par value for the intrinsic 

value of the shares is another objection frequently urged agamst 
the use of stock with par value, though this m itself can hardly 
be taken as a senous reason for its abohtion. 


SHARES OF STOCK WITHOUT PAR VALUE 

History. — ^To overcome the disadvantages of stocks with par 
value (which see) practically all states have since 1912 passed 
law's permitting corporations to issue stock without par value. 
The laws relate to all classes of stock — common, preferred, and 
special. Certain corporations, however, are excluded from this 
permission. They are usually banks and trust companies, 
savings banks, building and loan associations, and insurance 
companies. No-par stock issues have been very popular for a 
decade or more prior to the depression of 1930-34, but the 
unintentional discrimination against them contained in various 
corporate tax laws has since caused corporations to resort to low 
par value stocks. 

Two Types. — ^No-par value stocks are of two main t 3 rpes: 
so-called fixed or stated value no-par shares and actual or true 
no-par shares. Stated value no-par shares have a fixed or stated 
value assigned to each in the certificate of incorporation, and 
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being legally required the effect of that value is practically the 
same as that of par value, the only difference virtually being that 
unlike par value the stated value is not shown on the face of the 
stock certificate. Most no-par issues are true no-par shares, not 
having any legally enforceable stated value. Upon the issue of 
these shares, their stated value is fixed by the directors and may 
be the consideration received for the shares or a portion of the 
consideration, the balance being credited to capital or paid-in 
surplus. This stated value does not represent any minimum sub- 
scription price at which later issues of the stock may be put out. 

Advantages of No-par Stock. — ^The advantages usually at- 
tributed to no-par stock are possessed by this latter class. They 
are chiefiy the following: 

1. As there is no minimum subscription price fixed, corporations are 
able to sell stock no matter what the current quotations for the 
outstandmg shares may be. 

. 2. Use of the true no-par shares has done away considerably with 

the practice of grossly overvaluing the consideration received 
for the shares in a form other than money, as property and 
services — a, practice frequently referred to as “stock watering.” 


PREFERRED STOCK AND ITS VARIOUS FORMS 

Corporations are usually empowered to issue various classes 
of stock, besides the common, each differing from the others in 
the special rights it possesses or the limitations and restrictions it 
is subject to. It is simply a matter of contract between the 
corporation and the holders of the respective issues, as set forth 
in its charter. Summed up, these provisions consist of certain 
preferential rights as regards priority to dividend payments and 
payments in liquidation, certain limitations imposed upon the 
amount of dividends they are entitled to or upon the amount 
receivable in liquidation, as well as upon the voting power, the 
special privilege or option to convert into another stock and the 
corporation’s right to redeem the stock before maturity. 

Cumulative and Non-cumulative Preferred Stocks. — ^Pre- 
ferred stock gets its name from its prior claim to dividends, or 
to dividends and assets in liquidation. The prior claim to 
dividends may be cumulative or non-cumulative. Cumulative 
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preferred stock is one entitled to receive dividends at the stipu- 
lated rate per annum before any dividends are paid to the 
common stockholders. If not paid in any year, the amount so 
in arrears must be paid as well as the current dividend before any 
distributions can be made on the common. Non-cumulative pre- 
ferred stock is that which is entitled to receive the stated rate of 
dividends only in the years in which the directors in their dis- 
cretion choose to declare them. Dividends passed in any year 
become a total loss to the preferred stockholders. In other 
words, unpaid dividends do not accumulate as a charge upon 
the company’s earnings subsequent to the interest on its 
indebtedness. 

Second, Third, etc.. Preferred Stock. — When a company has 
two or more issues of preferred stock outstanding, the preferen- 
tial rights, privileges, qualidcations, and restrictions of each are 
defined in the charter or certificate of incorporation. Formerly, 
it was customary to call the issues by number — ^first preferred, 
second preferred, and third preferred, for example. The first 
preferred had the first claim of all the stock issues upon the 
earnings and assets, up to stated amounts, the second had the 
next claim, while the third preferred ranked after it, the common 
shares coming last. In recent years the tendency has been to 
discontinue calling preferred stocks by number and instead to use 
designations that will not call an investor’s attention too force- 
fully to the subordination of the preferences when two or more 
issues are outstanding. Thus preferred issues may be called 
preferred A, preferred B, etc., or they may be called prior pre- 
ferred, preferred, and junior preferred; or the preference may not 
be indicated at all in the designations, but the issues may be 
distinguished by the rates of dividend they bear. 

Participating and Non-participating Preferred Stock. — 
Preferred stocks may be participating or non-participating either 
as to dividends or as to both dividends and assets. If the divi- 
dends they are entitled to are limited to a fixed preferential rate, 
as 7%, and all subsequent earnings inure to the common stock, 
the preferred stock is non-participating as to dividends. If, how- 
ever, it is given the right to share in the distribution of earnings 
in excess of the fixed preferential rate, it is participating as to 
dividends. Thus a preferred stock may have preference to 
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dividends up to 7%, and participate with the common stock in 
all subsequent dividends share and share alike. Similar pro- 
visions may exist for the participation or non-participation in the 
assets upon liquidation after the preferred stock has been paid 
the fixed preferential amount. 

Redeemable Preferred Stock. — ^Preferred may be subject to 
redemption or retirement. Most industrial preferred issues have 
this redemption feature. The redemption may be voluntary or 
at the option of the issuing company, or it may be compulsory, a 
certain amount to be redeemed each year or so, and for this pur- 
pose the company may be required to contribute periodically 
from its earnings a certain amount to a sinking fund. Usually a 
premium is paid for the stock redeemed, varying in size up to 
25% of its par value, and in some instances even higher. 

Convertible Preferred Stock. — Convertible stock is a pre- 
ferred issue which is exchangeable for a junior preferred or 
common stock at the option of the holder. The convertible fea- 
ture is attached to preferred stock to render it more attractive to 
security buyers. The holder of such shares possessing certain 
preferential rights and other protective features, and through his 
conversion privilege, particularly if it applies to common stock, 
he is in a position to share, at his election, in any prosperity 
which may come to the company. The conversion privilege 
includes provisions with regard to the type of stock to be issued 
upon conversion, the rate or price at which the conversion may be 
made, the period in which the conversion may be made, which 
may or may not be limited, adjustments of dividends accrued on 
the two stocks to be exchanged, and certain protective features 
safeguarding the conversion privilege from a diminution of its 
value as the result of certain corporate transactions. 

Preferred Stock Issued in Series. — Some state laws provide 
for the issuance of preferred stock in several series or instal- 
ments. The general issue is authorized by the company's charter, 
but the specific provisions relative to dividend rate, preferences, 
redemption, conversion, etc., of each of the successive series is 
left to the directors to determine at the time of issue. Such 
preferred stock is to be found principally among the public 
utilities. 
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BOOK VALUE OF A SHARE OF STOCK 

Meaning o£ Book Value. — ^Book value of a share of stock is 
the portion of net worth assignable to one share of a given class 
of stock. The procedure in figuring it, if there is only one issue 
outstanding, is to add together the capital stock and surplus and 
divide this sum by the number of shares issued. If a concern 
has a capital stock of $100,000, represented by shares with or 
without par value, and a surplus of $50,000, while the number of 
shares is 1,000, the book value of each share is 150,000 divided 
by 1,000 or $150. 

Book Value o£ Preferred Stock.— In the case of non-cumula- 
tive preferred stock, the book value is the par value, the stated 
value in the event the shares are without par value and have 
been given a stated value, or paid-in value when no-par shares 
have been given no stated value. When, however, there are divi- 
dends in arrears on cumulative preferred stock the amount due on 
each share should be added to the par, stated, or paid-in value. 

The liquidating provisions in the agreement with preferred 
stockholders complicate the calculation of the book value of such 
issues. The premium to be paid on the retirement of preferred 
stock is a proper addition to the book value. Preferred stock 
may be participating as to assets, and may accordingly share as 
a class equally with the common or be entitled to a certain pro- 
portion, after par values of both the preferred and the common 
have been paid off; or it may participate on an equal share-for- 
share basis with the common stock. 

The presence of preferred stock makes necessary the sub- 
traction of the total book value of the outstanding preferred 
shares from total net worth; dividing the remainder by the num- 
ber of outstanding common shares yields the book value of a 
common share. 


CORPUS AND INCOME OF A TRUST FUND 

The corpus of a trust fund is the principal amount, while the 
income is the gains which accrue from its investment or other 
uses made of it. Trust funds are frequently established giving 
one beneficiary, as a wife, the right to the income of the trust 
during her life, while giving another party, as a son, fbe right 
to the corpus upon the death of the wife. The wife is in legal 
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terminology known as the life-tenant of the trust estate, while 
the son is known as the remainderman. What is corpus and what 
is income is sometimes difiScult to determine. The intention of 
the creator of the trust is binding if it can be ascertained. Other- 
wise general legal rules must be followed, the life-tenant being 
entitled to the exact legal net income, and the remainderman to 
the exact legal principal. This legal income is not always the 
same as taxable income or income as determined by general ac- 
counting principles. 


REAL PROPERTY— VARIOUS FORMS OF INTERESTS 

Property Defined, — ^In the eyes of the law property is not the 
thing itself but the right to use, hold, and dispose of the thing, 
or if it be not the whole right, then an interest in that right. By 
ordinary usage, however, the word “property” is used to describe 
the thing itself, but it is important to bear in mind this technical 
difference. 

All property is either realty or personalty. Realty is land and 
buildings and those other things that are fixed to either, such as 
trees, shrubs, plumbing fixtures, sidewalk, etc. All other prop- 
erty is personalty, or property which is movable and is not fixed 
to land or buildings, including such things as furniture, rugs, 
automobiles, cattle, etc. All items classified as realty remain 
with, and as a part of, the land and buildings in any sale or 
transfer, regardless of who may have bought or installed them. 
Real property may become personal property, which again may 
become real property. A growing tree is real property; cut it 
into lumber and it becomes personal property and build that lum- 
ber into a building and it becomes real property. 

An interest in real property is known as an estate, and the 
more common estates are explained below. 

Fee Simple. — ^The estate in fee simple, sometimes called the 
fee, is the largest possible interest in real property and is the • 
co mm on form of ownership. Subject only to the limitations re- 
sulting from the rights of the state to tax such property, to con- 
demn and appropriate it for public use after compensating the 
owner, to control the use of the property for the benefit of the 
public at large, and to take it if the deceased has left no will and 
has no heirs, an owner in fee may do entirely as he likes with his 
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property and his right continues through his life and at death 
automatically descends to his heirs-at-law unless otherwise dis- 
posed of by will. 

Life Estate and Remainder. — owns a parcel of land in fee. 
He deeds it to B for B^s lifetime, with a provision that upon B*s 
death the property shall go to C, or his heirs. B then has a life 
estate and is a life-tenant, that is, he has a full fee interest but 
only during his lifetime. C owns a remainder, that is, the right 
to receive title upon the death of B. 

Dower. — ^This is the interest given by the state to the wife of 
the owner of real estate. By it, at his death, the wife is entitled 
to receive one-third of the income from all property owned by 
the husband. On account of this interest of the wife, the hus- 
band, during his life, cannot dispose of any property without her 
consent, which is generally expressed by her joining in the deed. 

Curtesy. — Curtesy is an interest, similar to dower, possessed 
by the husband in real property held by the wife at her death. But 
the wife may deed, will, or otherwise dispose of her property 
during her lifetime without the consent of the husband. 

Both curtesy and dower have been abolished in New York 
and Connecticut. 

Leasehold. — ^The owner of any estate or interest in real prop- 
erty may permit to another a limited use of all or some part of 
his rights to that property for a definite term of years. Such an 
interest in real property is known as a leasehold. The agreement 
by which such rights are granted is the lease; the owner of the 
property is the landlord or lessor; and the user of the property 
is the tenant or lessee. 


REAL ESTATE DEED 


The deed is the instrument by which title to real properiy is 
transferred. Following is a common type of deed. 


THIS INDENTURE, made the . 

nineteen hundred and 

Between 


day of 


, part . of the first part, 


, part . . of the second part. 
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WITNESSETH, that the part of the first part, in consideration of 

... . Dollars, 

lawful money of the United States, 

paid by the part of the second part, do . hereby grant 
and release unto the part of the second part, . . . 

. . . and assigns forever, 

ALL 

Togetheb with the appurtenances and all the estate and rights of the part. . 
of the first part m and to said premises. 

To Have and to Hold the premises herein granted unto the part . of the 

second part, . . .. and flflsigns forever. 

And said . 

covenant as follows: 

First— That said 

seized of the said premises in fee simple, and ha good right to convey the 

same; 

Second.— That the part . of the second part diall quietly enjoy the said 
premises; 

Third.— That the said premises are free from encumbrances; 

Fourth. — ^That the part of the first part will execute or procure any 
further necessary assurance of the title to said premises; 

Fifth.— That said . 

will forever warrant the title to said premises. 

IN WITNESS WHEREOF, the part of the first part ha . hereunto 
set . hand . and seal .the day and year first above written. 

In presence of: 


State of 1 sb • 

County op j " 

On the day of , nineteen hundred and thirty 

before me came . . . . 

to me known to be the individual described in, and who executed, the fore* 
going instrument, and acknowledged to me that. . he — executed the same. 


State op 
County op 



On the . day of nineteen hundred and thirty . . . 

before me came . . , the subscribing 

witness to the foregoing instrument, with whom I am personally acquainted, 
who, being by me duly sworn, did depose and say that he resides in. 
that he knows 

. . to be the individual described in, and who 

executed the foregoing insftrument; that he, said subscribing witness, was 
present, and saw execute the same; and that .he, said wit- 

ness, at the same time subscribed h name as witness thereto. 
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REAL ESTATE MORTGAGE 

The mortgage is the instrument by which real property is 
pledged as security for the debt. The borrower is the mortgagor, 
and the lender is the mortgagee. The following is a form of the 
real estate mortgage. 

THIS MORTGAGE, made the day of nineteen 

hundred and . , between 

the mortgagor, 

and 

, the mortgagee. 

■WITNESSETH, that to secure the payment of an indebtedness in the 


sum of ... dollars, 

lawful money of the United States, to be paid on the . . . . day 

of ... , nineteen hundred and with mterest 


thereon to be computed from . . . at the rate of 

per centum per annum, and to be paid . . . 

according to a certain bond or obligation bearing even date herewith, the 
mortgagor hereby mortgages to the mortgagee. 

And the Mortgagor covenants with the Mortgagee as follows: 

1. That the mortgagor will pay the mdebtedness as herembefore provided. 

2 That the mortgagor will keep the buildmgs on the premises insured 
against loss by fire for the benefit of the mortgagee. 

3 That no building on the premises shall be removed or demolished with- 
out the consent of the mortgagee. 

4. That the whole of said principal sum shall become due after default in 
the payment of any installment of principal or of interest for 

days, or after default in the payment of any tax, water rate or assessment 
for days after notice and demand. 

5. That the holder of this mortgage, in any action to foreclose it, shall be 
entitled to the appointment of a receiver. 

6. That the mortgagor will pay all taxes, assessments or water rates, and 
in default thereof, the mortgagee may pay the same. 

7. That the mortgagor within ... . days upon request in person 

or within days upon request by mail will fumi^ a statement 

of the amount due on this mortgage. 

8. That notice and demand or request may be in writing and may be 
served in person or by mail. 

9. That the mortgagor warrants the title to the premises. 

IN "WITNESS WHEREOF, this mortgage has been duly executed by the 
mortgagor. 


In fbesengbof: 



.day of. . 


State op .. 
County op 
On the 


, nineteen hundred and 
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, before me came to me 

known and Imown to me to be the mdividual described in, and who exe- 
cuted, the foregoing instrument, and acknowledged to me that he executed 
the same. 


State op 
County op . . 



On the day of . . . . , nineteen hundred and ... 

. , before me came . . , the subscribing wit- 

ness to the foregoing instrument, with whom' I am personally acquamted, 
who, bemg by me duly sworn, did depose and say that he resides in 

, that he knows to be the mdividual 

descnbed m, and who executed the foregomg mstrument; that he, said 
subscribing witness, was present, and saw execute the same; 

and that he, said witness, at the same time, subscnbed h name as wit- 
ness thereto. 


State op . 
County op 



On the ... . day of , nineteen hundred and 

, before me came ... . , to me known, who, bemg 

by me duly sworn, did depose and say that he resides in ., 

that he is the of , the corporation de- 

scribed m, and which executed, the foregomg instrument; that he knows 
the seal of said corporation; that the seal affixed to said instrument is such 

corporate seal; that it was so affixed by order of the board of 

of said corporation; and that he signed h .name thereto by like order. 


LAND CONTRACT 

A land contract, sometimes called a contract for deed, is a for- 
mal contract by which the purchaser of real estate agrees to pay 
an agreed sum, upon the receipt of which the seller agrees to 
deliver to the purchaser a deed for the property. By use of the 
land contract the seller does not part with title to the property 
until the required payments are made, thus avoiding the necessity, 
delay, and expense of foreclosure in the event of the buyer’s de- 
fault. Cancellation of the land contract is effected within a 
month or so, whereas a mortgage foreclosure might require a year 
or more. Land contracts are used largely in the sale of lots, as 
at public auctions of subdivisions. Usually such sales are made 
on a small down payment at the time of signing, with a provision 
that when the buyer has made further instalment payments re- 
ducing the principal to a certam amount the seller will deed the 
property to buyer subject to a mortgage for unpaid balance. 




128 


HANDY OFFICE BOOK 


LEASES 

The relation of landlord and tenant arises when an owner 
(lessor) grants to another, as tenant (lessee), the nght to use 
real property in return for a definite periodical return in money, 
goods, or services. That which is received by the landlord (owner) 
for the use of the property is called rent. 

Many contingencies may arise for which provision must be 
made by special clauses or covenants in the lease. Practically all 
of these covenants are inserted for the purpose of protecting the 
landlord. The only assurance the tenant gets is that he shall 
quietly and peaceably enjoy the use of the premises for the term 
of the lease, provided he pays the rent and performs all the cove- 
nants of the lease. Some of the more important special clauses or 
covenants included in a lease provide as follows: 

1. The tenant will take care of the premises, returning them to the 

landlord at the end of the term m good condition. 

2. The tenant shall comply with orders issued by the various govern- 

mental departments having junsdiction 

3. The tenant shall not assign the lease, sublet the premises, or make 

any alteration without the landlord's consent in writing. 

4. The landlord and his agents may mspect the premises m reason- 

able hours, making necessary repairs and alterations. The land- 
lord shall have the right to show premises, under certain re- 
strictions, to prospective purchasers or tenants. 

5. If the premises become vacant dunng the term, the landlord shall 

have the privilege of re-entry, and may also re-let the premises 
as the agent of the tenant. 

6. Tenant frequently holds landlord free from liability for damages 

to both persons and property. 


SIMPLE INTEREST— CALCULATION AND TABLES 

Computing the Number of Days Between Dates. — ^In com- 
puting days between two dates, either the first day is included 
and the last day excluded ot the first day is excluded and the last 
day included. Business and commercial houses as a rule count 
only the first or last day, but not both. 

Example. To find the number of days between July 12 and October 23. 
Excluding July 12, there are in 
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July . . 19 days 

August . . 31 days 

September 30 days 

October 23 days 

Total 103 days 


Brokers and bankers frequently charge interest by counting 
both the first and last days when the interest is payable to them- 
selves. In the illustration above, there would thus be 104 days 
between July 12 and October 23. 

When banks pay interest a widely different rule is applied, in 
all instances benefiting the bank and not the customer. As these 
rules vary so much, it is best to obtain the information from one’s 
own bank. 

The stock-broker, by rendering accounts monthly and calcu- 
lating interest for the same period, compounds interest monthly. 


The Number of Each Day of the Year Counting from January 1 


Day of 
Month 

Jan. Feb. Mar. 

Apr. 

May June 

July 

Aug. 

Sept. 

Oct. 

Not. 

Dec. 

1 

1 

32 

60 

91 

121 

152 

182 


244 

274 

305 

335 

2 

2 

33 

61 

92 

122 

153 

183 

214 

245 

275 

306 

336 

3 

3 

34 

62 

93 

123 

154 

184 

215 

246 

276 

307 

337 

4 

4 

35 

63 

94 

124 

155 

185 

216 

247 

277 

308 

338 

5 

5 

36 

64 

95 

125 

156 

186 

217 

248 

278 

309 

339 

6 

6 

37 

66 

96 

126 

157 

187 

218 

249 

279 

310 

340 

7 

7 

38 

66 

97 

127 

158 

188 

219 

250 

280 

311 

341 

8 

8 

39 

67 

98 

128 

159 

189 

220 

251 

281 

312 

342 

9 

9 

40 

68 

99 

129 

160 

190 

221 

252 

282 

313 

343 

10 

10 

41 

69 

100 

130 

161 

191 

222 

253 

283 

314 

344 

11 

11 

42 

70 

101 

131 

162 

192 

223 

254 

284 

315 

345 

12 

12 

43 

71 

102 

132 

163 

193 

224 

255 

285 

316 

346 

13 

13 

44 

72 

103 

133 

164 

194 

225 

256 

286 

317 

347 

14 

14 

45 

73 

104 

134 

165 

195 

226 

257 

287 

318 

348 

15 

15 

46 

74 

105 

135 

166 

196 

227 

258 

288 

319 

349 

16 

16 

47 

75 

106 

136 

167 

197 

228 

259 

289 

320 

350 

17 

17 

48 

76 

107 

137 

168 

198 

229 

260 

290 

321 

351 

18 

18 

49 

77 

108 

138 

169 

199 

230 

261 

291 

322 

352 

19 

19 

50 

78 

109 

139 

170 

200 

231 

262 

292 

323 

353 

20 

20 

51 

79 

110 

140 

171 

201 

232 

263 

293 

324 

354 

21 

21 

52 


111 

141 

172 

202 

233 

264 

294 

325 

355 

22 

22 

53 

81 

112 

142 

173 

203 

234 

265 

295 

326 

356 

23 

23 

54 

82 

113 

143 

174 

204 

235 

266 

296 

327 

357 

24 

24 

55 

83 

114 

144 

175 

205 

236 

267 

297 

328 

358 

25 

25 

56 

84 

115 

145 

176 

206 

237 

268 

298 

329 

359 

26 

26 

57 

85 

116 

146 

177 

207 

238 

269 

299 

330 

360 

27 

27 

58 

86 

117 

147 

178 

208 

239 

270 

300 

331 

361 

28 

28 

59 

87 

118 

148 

179 

209 

240 

271 

301 

332 

362 

29 

29 


88 

119 

149 


210 

241 

272 

302 

333 

363 

30 

30 


89 

120 

150 

181 j 

211 

242 

273 

303 

334 

364 

31 

31 


90 


151 


1 212 

243 


304 


365 


Note.— F or leap years the nmnber of the day is one greats than the tabular number 
after Februaiy 28. 
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To simplify the labor of determining the number of days be- 
tween any two dates, the table above gives the number of days 
from January 1 to any other day of the year. Taking the prob- 
lem just stated and solving it by means of the table, from Janu- 
ary 1 to Julj' 12 there are 193 days, and from January 1 to Octo- 
ber 23 there are 296 days, or a difference of 103 days. If it is 
a leap year, there would be 194 days and 297 respectively, or still 
103 days. 

Exact Interest.— Exact interest is simple interest computed on 
the basis of 365 days to the year. Ordinary interest, on the other 
hand, is simple interest computed on the basis of 360 days to the 
year. 

CoMPrT.moN BY Formota.— W hen interest tables are not 
available, exact interest may be obtained by substituting in the 
formula, principal X rate X time, the rate per annum in hun- 
dredths and the time in years or multiples of a year. 

Example. To find the mterest on $10,428.40 for 193 days at 4%%. 

$10, 428.40X^xg =$248.14 

COMFUTATION BY UsE OF INTEREST TABLES. — ^By Using the 5% 
exact mterest table (page 133) , the exact interest on $8,426.10 for 
223 days is found to be $257.40. 

Short-Cut Computation of Ordinary Interest at 6%. — ^The 
rate of 6% per aimum is in more common use than is any other 
rate. As 6 is a multiple of 12, the number of months in the year, 
it lends itself to certain mathematical short cuts. Also, as 30 
days per month gives 360 days to the year, this is often used as 
a basis upon which ordinary interest computations are made. On 
this basis the rate per month is % of 1%, or 1% for 60 days. 
Therefore, in order to compute the interest for 60 days on any 
amount when the rate is 6%, it is only necessary to move the 
decimal point two places to the left. For example, the interest 
on $1,580 at 6% for 60 days is $15.80. 

If the number of days is a multiple of 6, the solution of any 
interest problem under this method is simplified, as is shown by 
the following examples. 
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Example 1. Find the interest on $S47 15 for 108 days at 6%: 

$ 84715 interest for 60 days 

16 9430' “ “ 120 “ 

Less: 16943 " “ 12 « 

$15^187 “ " 108 “ 

The interest is $15^. 

Example Find the interest on $1,430.12 for 83 days at 6%: 

$14 3012 interest for 60 days 
4.7671 “ " 20 “ 

.7151 " " 3 " 

$19.7834 " " 83 " 

The interest is $19.78. 

Short-Cut Interest Computation by Interchange of Prin- 
cipal and Days. — ^When the principal is a factor or multiple of 6, 
interchange principal and days. The interest on $4,800 for 27 
days is the same as the interest on $27 for 4,800 days. The in- 
terest on $27 for 60 days equals $.27, secured by moving the 
decimal point two places to the left. Multiplying $.27 by 80 
gives $21.60, the interest on $27 for 4,800 days, or its equivalent, 
the interest on $4,800 for 27 days. 

Adjusting Interest Computation from 360- to 365-Day 
Basis. — When interest has been computed on the basis of 360 days 
as in preceding illustrations, and it is desired to adjust it to a 
365-day basis, the amount of the interest should be decreased by 
1/73 of itself, because the difference of 5 days is 1/73 of 365. 
Thus, to find the exact interest on $942.52 for 19 days at 6%, 
take the amount computed on a 360-day basis, $2.98465, and 
from this amount deduct 1/73 of itself, which leaves $2.94377 
as the interest for the given time and rate on a 365-day basis. 

Explanation of reason why 1/73 is subtracted from ordinary 
interest: 

1 day^s int. on 360-day basis is 1/360 of year’s int. 

" “ “ 365-day " " 1/365 " “ " 

1 day’s exact int.: 1 day’s ordinary int = 1/366 : 1/360 
or as 1/73 : 1/72 = 1/73 X 72/1 == 72/73 
or, exact int : Ordinary int. = 72 . 73 

Short-Cut Interest Computation When Rate Differs from 
6%. — ^The following additional rules are to be applied when the 
rate of interest differs from 6%. Point off 2 places of decimals 
to the left for 

72 days at 5% 

80 days at 4%% 


90 days at 4% 
120 days at 3% 
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4% Interest Table 


E3U.CT InTPEREST on* 365-DAT basis at 4 %, BY DAYS FROM 1 TO 360 DAYS 


Da. 

$1,000 

$zooo 

$3,000 

$4,000 

$5,000 

$6,000 

$7,000 

$8,000 

$9,000 

1 

1098 

2192 

3288 

4384 

8479 

6575 

7671 

8787 

9863 

2 

2192 

4384 

6575 

8767 

1 0959 

1 3151 

1 5342 

1 7534 

1 9726 

3 

3288 

.6575 

0S63 

1 3151 

1 6438 

1 9726 

2 3014 

2 6301 

2 9589 

4 

4381 

.8767 

1 3151 

1 7534 

2 1918 

2 6301 

3 0685 

3 5068 

3 9462 

5 

5479 

1 0959 

1 6438 

2 1918 

2 7397 

3 2877 

3 8356 

4 3836 

4 9315 

6 

6575 

1 3151 

1 9726 

2 6301 

3 2877 

3 9452 

4 6027 

5 2603 

5 9178 

7 

7671 

1 5342 

2 3014 

3 0685 

3 8356 

4 6027 

5 3699 

6 1370 

6 9041 

8 

8767 

1 7534 

2 6301 

3 5068 

4 3836 

5 2603 

6 1370 

7 0137 

7 8904 

9 

.9863 

1 9726 

2 9589 

3 9452 

4 9315 

5 9178 

6 9041 

7 8904 

8.8767 

10 

1 0959 

2 1918 

3 2877 

4 3836 

5 4795 

6 5753 

7 6712 

8 7671 

9 8630 

20 

2 1918 

4 3836 

6 5753 

8 7671 

10 9589 

13 1507 

15 3425 

17 5342 

19 7260 

30 

3 2877 

6 5753 

9 8630 

13 1507 

16 4384 

19 7260 

23 0137 

26 3014 

29 6890 

40 

4 3836 

8 7671 

13 1507 

17 5342 

21 9178 

26 3014 

80 6849 

35 0685 

39 4521 

50 

5 4795 

10 9589 

16 4384 

21 9178 

27 3973 

32 8767 

38 3562 

43 8356 

40 3151 

60 

6 5753 

13 1507 

19 7260 

26 3014 

32 8767 

39 4521 

46 0274 

52 6027 

59 1781 

70 

7 6712 

15 3425 

23 0137 

30 6849 

38 3562 

46 0274 

53 6986 

61 3699 

69 0411 

80 

8 7671 

17 5342 

26 3014 

35 0685 

43 8356 

52 6027 

61 3699 

70 1370 

78 9041 

00 

9 8630 

19 7260 

29 5890 

39 4521 

49 3151 

59 1781 

69 0411 

78 9041 

88 7871 

100 

10 9589 

21 9178 

32 8767 

43 8356 

54 7945 

65 7534 

76 7123 

87 6712 

98 6301 

110 

12 0548 

24 1096 

36 1644 

48 2192 

60 2740 

72 3288 

84 3836 

96 4384 

108 4932 

120 

13 1507 

26 3014 

39 4521 

52 6027 

65 7534 

78 9041 

92 0548 

105 2055 

118 3562 

130 

14 2466 

28 4932 

42 7397 

56 9863 

71 2329 

85 4795 

99 7260 

113 9726 

128 2192 

140 

15 3425 

30 6849 

46 0274 

61 3699 

76 7123 

92 0548 

107 3973 

122 7397 

138 0822 

150 

16 4384 

32 8767 

49 3151 

65 7534 

82 1918 

98 6301 

115 0685 

131 5068 

147 9452 

160 

17 5342 

35 0685 

52 6027 

70 1370 

87 6712 

105 2055 

122 7397 

140 2740 

157 8082 

170 

18 6301 

37 2603 

55 8904 

74 5205 

93 1507 

111 7808 

180 4110 

149 0411 

167 6712 

180 

19 7260 

39 4521 

59 1781 

78 9041 

98 6301 

118 3562 

138 0822 

157 8082 

177 5342 

190 

20 8219 

41 6438 

62 4658 

83 2877 

104 1096 

124 9315 

145 7534 

166 5753 

187 3973 

200 

21 9178 

43 8356 

65 7534 

87 6712 

109 5890 

131 5068 

153 4247 

175 3425 

197 2603 

210 

23 0137 

46 0274 

69 0411 

92 0548 

115 0685 

138 0822 

161 0959 

184 1096 

207 1233 

220 

24 1096 

48 2192 

72 3288 

96 4384 

120 5479 

144 6575 

168 7671 

192 8767 

216 9863 

230 

25 2055 

50 4110 

75 6164 

100 8219 

126 0274 

151 2329 

176 4384 

201 6438 

226 8493 

240 

26 3014 

52 6027 

78 9041 

105 2055 

131.5068 

157 8082 

184 1096 

210 4110 

236 7123 

250 

27 3973 

64.7945 

82 1918 

109 5890 

136 9863 

164 3836 

191 7808 

219 1781 

246 6753 

280 

28 4932 

56 9863 

85 4795 

113 9726 

142 4658 

170 9589 

199 4521 

227 9452 

256 4384 

270 

29 5890 

59 1781 

88 7671 

118 3562 

147 9452 

177 6342 

207 1233 

236 7123 

266 3014 

280 

30 6849 

61 3699 

92 0548 

122 7397 

153 4247 

184 1096 

214 7945 

245 4795 

276 1644 

290 

31 7808 

63 5616 

95 3425 

127 1233 

158 9041 

190.6849 

222 4658 

254 2466 

286 0274 

300 

32 8767 

65 7534 

98 6301 

131 5068 

164 3836 

197 2603 

230 1370 

263.0137 

295 8904 

310 

33 9726 

67 9462 

101 9178 

135 8904 

169 8630 

203 8356 

237 8082 

271 7808 

305 7534 

320 

35 0685 

70 1370 

105 2055 

140 2740 

175 3425 

210 4110 

245 4795 

280 5479 

315 6164 

330 

36 1644 

72 3288 

108 4932 

144 6575 

180 8219 

216 9863 

253 1507 

289 3151 

325 4795 

340 

37 2603 

74 5205 

111 7808 

149 0411 

186 3014 

223 5616 

260 8219 

298 0822 

335 3425 

350 

38 3562 

76 7123 

115 0685 

153 4247 

191 7808 

230 1370 

268 4932 

306 8493 

345 2055 

360 

39 4521 

78 9041 

118 3562 

157 8082 

197 2603 

236 7123 

276 1644 

315 6164 

355 0685 
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5 % Interest Table 


Exact iKTssEstr as 365-nAT basis at 5%, sr bats raou 1 to 360 dats 


D&. 

$1,000 

$4000 

$3,000 

$4,000 

85,000 

$6,000 

$7,000 

$8,000 

$9,000 

1 

.1370 

.2740 

.4110 

5749 

6849 

8219 

9589 

1 0959 

1 2329 

2 

.2740 

5479 

8219 

1 0959 

1 3699 

1 6438 

1 9178 

2 1918 

2 4658 

3 

4110 

8219 

1 2329 

1 6438 

2 0548 

2 4657 

2 8767 

3 2877 

3 6886 

4 

.5479 

1 0959 

1 6438 

2 1918 

2 7397 

3 2877 

3 8356 

4 3836 

4 8315 

5 

.6849 

1 3699 

2.0548 

2.7397 

3 4247 

41096 

4 7945 

5 4785 

61644 

6 

.8219 

1 6438 

2 4658 

3 2877 

4 1096 

4 9315 

5 7664 

6 5753 

7 3973 

7 

9589 

1 9178 

2 8767 

3 8356 

4 7945 

5 7534 

6 7123 

7 6712 

8 6301 

8 

1.0959 

2 1918 

3 2877 

4 3836 

5 4795 

6 5753 

7 6712 

8 7671 

9 8630 

9 

1.2329 

2 4658 

3.6986 

4.9315 

6 1644 

7 3973 

8.6301 

9 8630 

11 0959 

10 

1 3099 

2 7397 

4 1096 

5 4795 

6 8493 

8 2192 

9 5890 

10 9589 

12 3288 

20 

2 7397 

5 4795 

8 2192 

10 9589 

13 6986 

16 4384 

19 1781 

21 9178 

24 6575 

30 

4 1096 

8 2192 

12 3288 

16 4384 

20 5479 

24 6575 

28 7671 

32 8767 

36 9863 

40 

5 4796 

10 9589 

16 4384 

21 9178 

27 3973 

32 8767 

38 3562 

43 8356 

49 3151 

50 

6.8493 

13 6986 

20S479 

27 3973 

34 2466 

41.0959 

47 9452 

54 7945 

61 6438 

60 

8 2192 

16 4384 

24 6575 

32 8767 

41 0959 

49 3151 

57 5342 

65 7534 

73 9726 

70 

9 5890 

19 1781 

28 7671 

38 3562 

47 9452 

57 5342 

67 1233 

76.7123 

86 3014 

30 

10 9589 

21 9178 

32 8767 

43 8356 

54 7945 

65 7334 

76 7123 

87 6712 

98 6301 

90 

12.3288 

24 6575 

36 9863 

49 3151 

61 6438 

73 9726 

86 3014 

98 6301 

no 9589 

too 

13 6986 

27 3973 

41.0959 

U 7945 

68 4931 

82.1918 

95 8904 

108 5880 

123.2877 

110 

15 0685 

30 1370 

45 2055 

60 2740 

75 3425 

90 4110 

105 4785 

120 5479 

135 6164 

120 

16 4384 

32 8767 

49 3151 

65 7534 

82 1918 

98 6301 

115 0685 

131 5068 

147 9452 

130 

17 8082 

35 6164 

53 4247 

71 2329 

89 0411 

106 8493 

124 6575 

142 4658 

160 2740 

140 

1 19 1781 

38 3562 

57 5342 

76 7123 

95 8904 

115 0685 

134 2466 

153 4247 

172 6027 


20 5479 

41 0959 

61.6438 

82.1918 

102 7397 

123 2877 

143 8356 

164 3836 

184 9315 


' 21 9178 

43 8356 

65 7534 

87 6712 

109 5890 

131 5068 

163 4247 

175 3425 

197 2603 

1 

23 2877 

46 5753 

69 8630 

93 1507 

116 4384 

139 7260 

163 0137 

186.3014 

209 5890 

1 ^ 

24 6575 

49 3151 

73 9726 

98.6301 

123 2877 

147 9452 

172 6027 

197 2603 

221 9178 

i 

26 0274 

52 0548 

78 0822 

104.1096 

130 1370 

156 1644 

182 1918 

208 2192 

234 2466 


27 3973 

54 7946 

82 1918 

109 5890 

136 9863 

164 8836 

191 7808 

219 1781 

246 5753 


28 7671 

57 5342 

86 3014 

115 0685 

143 8356 

172 6027 

201 3699 

230 1370 

258 9041 

220 

30 1370 

60 2740 

90 4110 

120 5479 

ISO 6849 

180 8219 

210 9589 

241 0959 

271 2329 

230 

1 31 5068 

63 0137 

94 5205 

126 0274 

157 5342 

189 0411 

220 5479 

252 0548 

283.5616 

Fzim 

32 8767 

65 7534 

98 6301 

131 5068 

164 3836 

197 2603 

230 1370 

263 0137 

295 8904 

250 

34 2466 

68 4932 

102 7397 

136.9863 

171.2329 

205 4795 

239.7260 

273.9726 

308 2192 

260 

85 6164 

71 2329 

106 8493 

142 4658 

178 0822 

213 6986 

249.3151 

284 9315 

320 5479 

270 

36 9863 

73 9726 

no 9589 

147 9452 

184 9315 

221 9178 

258 9041 

295 8904 

332 8767 

280 

38 3562 

76 7123 

115 0685 

153 4247 

191.7808 

230 1370 

268 4932 

306 8493 

345 2055 

290 

39 7260 

79 4521 

119 1781 

158 9041 

198 6301 

238 3562 

278.0822 

317 8082 

357 5342 

300 

41 0959 

82 1918 

123.2877 

164.3836 

205 4795 

246 5753 

287.6712 

328.7671 

369 8630 

ns 

42 4658 

84 9315 

127 3973 

169.8630 

212 3288 

254 7945 

297.2603 

339 7260 

382 1918 


43 8356 

87 6712 

131 5068 

175 3425 

219 1781 

263 0137 

306.8493 

350 6849 

394 5205 

tSl 

45 2055 

90 4110 

135 6164 

180 8219 

226 0274 

271.2329 

316 4384 

361 6438 

406 8493 

340 

46 5753 

93 1507 

139 7260 

186 3014 

232 8767 

279 4521 

326 0274 

372 6027 

419 1781 

350 

47 9452 

95 8904 

143 8356 

191.7808 

239.7260 

287 6712 

335 6164 

383 5616 

431 5068 

360 

49 3151 

98 6301 

147 9452 

197.2603 

246 5753 

295.8904 

345.2055 

394 5205 

443 8350 
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6% Interest Table 


Exact Iktbbest on 365-dat isasis at 6%, by bays prom 1 to 360 bays 


La. 

$1,000 

$2,000 

$3,000 

$4,000 

$5,000 

$6,000 

$7,000 

$8,000 

$0^ 

1 

1C44 

3288 

4932 

6575 

.8219 

9863 

1 1507 

1 3151 

1 4795 

2 

3288 

6575 

9863 

1 3151 

1 6438 

1 9726 

2 3014 

2 6301 

2 9589 

3 

4932 

0863 

1 4795 

1 9726 

2 4658 

2 9589 

3 4521 

3 9452 

4.4384 

4 

6575 

1 3151 

1 9726 

2 6301 

3 2877 

3 9452 

4 6027 

5 2603 

5 9178 

6 

8316 

1 6438 

2 4658 

3 2877 

4 1096 

4 9315 

5 7534 

6 5753 

7 3973 

6 

9863 

1 9726 

2 9589 

3 9452 

4 9315 

5 9178 

6 9041 

7 8904 

8 8767 

7 

1 1507 

3 3014 

3 4521 

4 6027 

6.7634 

6 9041 

8 0548 

9 2055 

10 3562 

8 

1 31U 

2 6301 

3 9452 

5 2603 

6 5753 

7 8904 

9 2055 

10 6206 

11 8356 

9 

1 4795 

2 9589 

4.4384 

5 9178 

7.3973 

8 8767 

10 3562 

11 8350 

13 3151 

10 

1 6438 

3 2877 

4 9315 

6 5753 

8 2162 

9 8630 

11 5068 

18 1507 

14 7945 

20 

3 3877 

6 5753 

9 8030 

13 1507 

16 4384 

19 7260 

23 0137 

26 8014 

29 5890 

30 

4 9315 

9 8630 

14 7945 

19 7260 

24 6675 

29 5890 

34 5205 

39 4521 

44 3836 

40 

6 5753 

13 1507 

19 7260 

26 3014 

32 8767 

39 4521 

46 0274 

52 6027 

59 1781 

50 

8 3192 

16 4384 

24.6575 

82 8767 

41.0959 

49 3151 

57 5342 

65 7534 

73 9726 

80 

g 8630 

19 7260 

29 5890 

39 4521 

49 3151 

59 1781 

69 0411 

78 9041 

88 7671 

70 

U 5068 

23 0137 

34 020S 

46 0274 

57 5342 

69 0411 

80 5479 

92 0548 

103 5616 

80 

13 1S07 

26 3014 

39 4521 

52 6027 

65 7534 

78 9041 

92 0548 

105 2055 

118 3562 

90 

14 7945 

29 5890 

44 3836 

59 1781 

73 9726 

88 7671 

103 5616 

118 3562 

133 1507 

100 

16.4384 

32 8767 

49.3151 

65.7534 

82.1918 

98 6301 

115 0685 

131 5068 

147 0452 

110 

18 0822 

36 1644 

54 2466 

72 3288 

90 4110 

108 4932 

126 5753 

144 6575 

162 7897 

120 

19 7260 

39 4521 

59 1781 

78 9041 

98 6301 

118 3562 

138 0822 

157 8082 

177 5342 

130 

21 3699 

42 7397 

64 1096 

85 4795 

106 8493 

128 2192 

149 5890 

170 9589 

192 SMS 

140 

: 23 0137 

46 0274 

69 0411 

92 0548 

115 0685 

138 0822 

161 0959 

184 1096 

207 1233 

150 

; 24 6575 

49 3151 

73 9726 

98 6301 

123 2877 

147.9452 

172 6027 

197 2603 

221 9178 

160 

26.3014 

52 6027 

78 9041 

105 2055 

131 6068 

157 8082 

184 1096 

210 4110 

236 7123 

170 

27 9452 

55 8904 

83 8356 

m 7808 

139 7260 

167 6712 

165 6164 

223 5616 

251 5068 

180 

29 5890 

59 1781 

88 7671 

118 3562 

147 9452 

177 5342 

207.1233 

236 7123 

266 3014 

190 

31 2329 

62 4658 

93 6986 

124 9315 

156 1644 

187 3973 

218 6301 

249 8630 

281 0959 

200 

32.8767 

65 7534 

98 6301 

131 5068 

164 3836 

197 2603 

230 1370 

263 0137 

295 8904 

210 

34 5205 

69 0411 

103 5616 

138 0822 

172 6027 

207 1233 

241 6438 

276 1644 

310 6849 

220 

36 1644 

72 3288 

108 4932 

144 6575 

180 8219 

216 9863 

253 1507 

289 3151 

325 4795 

230 

37 8082 

75 6164 

113 4247 

151 2329 

189 0411 

226 8493 

264 6575 

302 4658 

340 2740 

240 

39 4521 

78 9041 

118 3562 

157 8082 

197 2603 

236 7123 

276 1644 

315 6164 

355 0685 

250 

41 0959 

82 1918 

123 2877 

164 3836 

205.4795 

246 5753 

287 6712 

328 7671 

369.8630 

260 

42 7397 

85 4795 

128 2192 

170 9589 

213 6986 

256 4384 

299 1781 

341 9178 

384 6575 

270 

44 3836 

88 7671 

133 1607 

177 5342 

221 9178 

266 3014 

310 6849 

355 0685 

309 4521 

280 

46 0274 

92 0548 

138 0822 

184 1096 

230 1370 

276 1644 

322 1918 

368 2192 

414 2466 

290 

47 6712 

95 3425 

143 0137 

190 6849 

238 3562 

286 0274 

333 6986 

381 3699 

429 0411 

300 

49 3151 

98 6301 

147 9452 

197 2603 

246 5753 

295 8904 

345 2055 

394 5205 

443 8356 

310 

50 9589 

101 9178 

152 8767 

203 8356 

254 7945 

305 7534 

356 7123 

407 6712 

458 6301 

320 

52 6027 

105 2055 

167 8082 

210 4110 

263 0137 

315 6164 

368 2192 

420 8219 

473 4247 

330 

54 2466 

108 4932 

162 7397 

216 9863 

271 2329 

325 4795 

879 7260 

433 9726 

488 2192 

340 

55 8904 

111 7808 

167 6712 

223 5616 

279 4521 

335 3425 

391 2329 

447 1233 

503 0137 

350 

57 5342 

115 0685 

172 6027 

230 1370 

287 6712 

345 2055 

402 7397 

460 2740 

UWU VAU9 

517 80 ^ 

360 

59 1781 

118.3562 

177 5342 

236 7123 

295 8904 

355 0685 

414 2466 

473 4247 , 

632.6027 
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The number of days were obtained in each instance by dividing 
360 by the rate. 

Example, To find the interest on $6,186 00 at 5% for 90 days: 

$51 86 interest for 72 days 

% of $51 86 or 12 97 “ “ 18 days 

$64 83 “ " 90 days at 5% 

At 4%% the interest for 90 days would be as follows: 

$51.86 interest for 80 days 
% of $51 86 or 648 “ 10 days 

$5834 “ « 90 days at ^ 2 % 

Alternative Method When Rate Differs from 6%. — ^Where 
the number of days upon which the interest is to be computed 
is not a multiple of the days shown in the above tabulation, the 
following rule is to be applied: 

1. Secure the interest for 6 days at 6% by pointing off 3 places in the 

principal. 

2. Multiply this result by the number of days interest is reckoned, 

which gives mterest for six times the required number of days. 

3. Divide this result by 6. 

Example, To find the interest on $942.52 for 19 daj's at 6% : 

$ .94252 interest for 6 days 
19 


$17.90788 mterest for 114 days 
$17 90788 6 = $2.98465 interest for 19 days 

With a rate other than 6%, find the interest at 6% as above and adjust 
the mterest to the required basis. For example, with a rate of 5% the 
interest on $942.52 for 19 days is $2.48721. This would be found by 
taking 5/6 of the interest at 6% which was $2.98465. 

With a rate of 7%, take 7/6 of the interest at 6%, which gives $3.48209. 

Interest on U. S. Government Securities. — ^Interest on bonds 
or notes issued by the United States government is computed on 
the basis of exact interest for the exact number of days falling 
within the interest period. Thus, the number of days in the 6 
months' periods ending on the 15th of March, May, July and 
August, during ordinary years, is 181 days, and in leap years is 
182. The number of days in the 6 months' periods ending on the 
15th of April and June in ordinary years is 182, in leap years is 
183; for 6 months ending on the 15th day of October and Decern- 
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her in both ordinary and leap years the number of days is 183. 
As February does not enter into the 6 months’ periods ending on 
the 15th of January, February, September and November, the 
number of days in these periods is 184, whether in ordinary or 
leap years. 

Interest for 1 day on $1,000 Bond 


Interest period ending on the 1st or 15th of — 


Kate 

per Anniini 

% 

Jan , Feb., 
Sept , Nov , or 
dunng any 
half-year com- 
prising 184 days 

Oct , Dec , 
April,* June,* 
or during any 
half-year com- 
prising 183 days 

Apnl, June, 
Mar ,* May,* 
July,* Aug ,* 
or during any 
half-year com- 
pxising 182 days 

Mar , Mayt 
July, Aug , 
or dunng any 
half-year com- 
pnsing 181 days 

2 

$.05434783 

$.05464481 

$ 05494505 

$ 05524862 

2H 

.06793478 

.06830601 

06868132 

06906077 


.07472826 

.07513661 

.07554945 

.07596685 

3 

.08152174 

.08196721 

.08241758 

.08287293 


.09510870 

.09562842 

.09615385 

.09668508 


.10190217 

.10245902 

.10302198 

.10359116 

4 

.10869565 

.10928962 

.10989011 

.11040724 

4H 

.11209239 

.11270492 

11332418 

11395028 


.11548913 

. 11612022 

11675824 

.11740331 

4^ 

.11888587 

.11953552 

.12019231 

.12085635 

4^ 

.12228261 

.12295082 

.12362637 

.12430939 

434 

.12907609 

.12978142 


.13121547 

5 

.13586957 

.13661202 

.13736264 

.13812155 

5^ 

.14266304 

.14344262 

.14423077 

.14502762 

5^ 

.14945652 

.15027322 

.15109890 

.15193370 

534 

.15625000 

.15710383 

.15796703 

.15883978 

6 

.16304347 

.16393443 

.16483516 

.16574586 


''Leap Year. 


As an example, the interest on $10,000 U. S. bonds, 4%%, pay- 
able April 15, in an ordinary year, which bonds had been held for 
174 days, is $203.16. This figure is obtamed as follows: 

The number of days in the 6 months’ period is 182, or for the 
12 months’ period it would be 364. 

$10.000xgx^ =$20316 

The interest on $10,000 U, S. bonds, 4%%, due September 15, 
which have been held for 174 days is $200.95. Though the prin- 
cipal, interest rate, and time in days are the same as in the 
previous illustration, there is a difference of $2.21 in interest. This 
is due to the fact that the number of days in the 6 months^ in- 
terest period is 184, or 368 days for the 12 months’ period. The 
computation is as follows; 

$10,000 X^X:^ = $20055 















HANDY OFFICE BOOK 


137 


PARTIAL PAYMENT RULES FOR COMPUTING INTEREST 

When a short-term indebtedness is reduced through periodical 
payments, the interest upon the indebtedness is computed upon 
either one of two bases. The basis commonly used among busi- 
ness men is known as the “Merchant's Rule." This method gives 
the results more quickly but not as accurately as the computation 
under the other, the “United States Rule." 

“Merchant's Rule.” — ^In following the “Merchant's Rule,” the 
interest is computed upon the total indebtedness from the date 
of inception to the date of maturity, and the interest earned 
from the date each partial payment is made to the date of matur- 
ity of the debt is deducted therefrom. 

Example. A merchant obligates himself to liquidate a debt of $7,500 
incurred January 1 and due on June 1 with interest at 6% per annum by 
making the followmg payments: $2,500 on February 1, $2,500 on March 


15, $1,500 on May 1 and the balance on June 1. 

Original debt $7,500 00 

Interest on $7,500 for 5 months $ 187.50 

Less: 

Interest on $2,500 for 4 months $50 00 

Interest on 2,500 for 2% months 3125 

Interest on 1,500 for 1 month 7.50 88.75 

Interest due June 1 98.75 

Unpaid principal 1,00000 

Balance due June 1 $1,098.75 


“United States Rule.” — ^Under the “United States Rule,” so- 
called from its approval by the U. S. Supreme Court, each instal- 
ment is first applied against the interest due at the date the par- 
tial payment is made, and the balance of the instalment is then 
applied to reduce the principal. Interest is always computed 
upon the reduced principal as in the solution below: 


Original debt .... $7,500.00 

Payment made February 1 $2,500.00 

Interest on $7,500 for 1 month 37 50 2,462 50 


5,037.50 

Payment made March 15 2,50000 

Interest on $5,037.50 for 1^ months. . 37 78 2,462 22 


2,57528 

Pa 3 nnent made May 1 1,500.00 

Interest on $2,57528 for 1% months 1931 1,480.69 


1,094.59 

Interest on $1,094.59 for 1 month to June 1 . . 547 


Balance due June 1 


. $1,10006 
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COMPOUND INTEREST AND TABLES 

Interest Compounded Periodically. — ^When interest is added 
to the principal at stated uniform intervals of time, thus increas- 
ing the principal at end of each period, the interest is said to be 
compounded periodically. The period is usually a quarter of a 
year, a half-year, or a year, although it may be any fractional part 
of a year. 

The accumulated amount obtained at the close of the final 
period of time is called the compound amount and the difference 
between the compound amount and the original principal is the 
compound interest. 

Compound interest cannot be provided for in a negotiable 
instrument, and for this reason is generally spoken of as illegal. 
But the processes involved in compound interest computations 
are interwoven with many different accounting and financial 
computations. 

Salient Features of Compound Interest. — 

1. Interest is computed upon a penodically mcreasing investment. 

2. For each period the growth in the investment is proportional to 

the amoimt of the principal mvested at the beginiung of that 
period. 

Example. Find the compound amount on $1,500 for 3 years at 6% per 
annum, compounded semiannually. 


Investment 

Interest 6 months, $1,500 at 3% . ... 

$1,500.00 

4500 

Amount at end of first 6 months . . 

Interest 6 months, $1,545 at 3% 

1,545.00 

4635 

Amount at end of second 6 months . ... 

Interest 6 months, $1,591.35 at 3% 

1,591.35 

47.74 

Amount at end of third 6 months 

Interest 6 months, $1,639 09 at 3% 

1,639.09 

4917 

Amount at end of fourth 6 months 

Interest 6 months, $1,688 26 at 3% ... 

1,68826 

50.65 

Amount at end of fifth 6 months 

Interest 6 months, $1,738 91 at 3% 

1,73891 
. . 52.17 

Compound amount at end of 3 years 

$1,791.08 

Compound amount at end of 3 years 

Amount at begmning 

$1,791 08 
1,500.00 

Compound interest 

$ 291.08 
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If the principal amount is reduced to unity, say $1, the above state- 
ment can be restated as follows: 

Investment Si 00 

Interest 6 months, SI at 3% or . . 03 

Amount at end of first 6 months 1.03 

Interest 6 months, SI .03 at 3% .0309 

Amount at end of second 6 months 1 0609 

Interest 6 months. Si. 0609 at 3% .031827 

Amount at end of third 6 months 1 092727 

Interest 6 months, SI .092727 at 3% .032782 

Amount at end of fourth 6 months 1 125509 

Interest 6 months, SI. 125509 at 3% 033765 

Amount at end of fifth 6 months 1 159274 

Interest 6 months, SI. 150274 at 3% .034778 

Compound amount at end of 3 years SI. 194052 


It is obvious therefore that if we represent the rate of interest per 
period by z, the statement immediately above may be recast as follows: 

Compound amount at end of first 6 months SI .03 =(14- i) 

“ « « « "seconds " 1.0609 =(l + ^)* 

" " " " "third 6 " 1.092727 = (1 + 

" " " " "fourth 6 " 1.125509 « (1 + i)* 

" " " " "fifth 6 " 1.159274= (l+^)® 

" " " " "sixth 6 " 1.194052= (l-f^)« 

From the table on page 141 on the line correspondmg to the sixth 
period in the 3% column, we find the value 1.1940523Q which is the same 
as that derived above except for the fact that in the latter case the last 
two figures were dropped. 

General Formula for Compound Interest. — To make this 
apply to any number of periods, the general formula for the com- 
pound amount becomes — 

a ™ (1 + where n is the number of periods, and i is the interest 
rate per period expressed as a decimal. 

This problem can, of course, be solved arithmetically; but when 
n is a large number recourse must be had to logarithms. How- 
ever, tables giving the compound amount for any number of 
periods up to 100 and at different interest rates are readily obtain- 
able. Tables on pages 140-141 give the value of 1 compounded 
at various rates periodically from one period to 50, and from 50 
to 100 at intervals of 5. 
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Compound 


Amount — (1 + 




1 1 1 1 1 1 . 1 
1 01 1 0125 1 015 1 0175 1 02 1 0225 1 025 

1 0201 1 02515625 1 030225 1 03530625 1 0404 1 04550625 1 050625 

1 030301 1 03797070 1 04567838 1 05342411 1 061208 1 06903014 1 07689063 

1 04060401 1 05094534 1 06136355 1 07185903 1 08243216 1 09308332 1 10381289 

1 05101005 1 0640S215 1 07728400 1 09061656 1 10408080 1 11767769 1 13140821 

1 06152015 1 07738318 1 09344326 1 10970235 1 12616242 1 14282544 1 15969342 

1 07213535 1 09085047 1 10984491 1 12912215 1 14868567 1 16853901 1 18868575 

1 08285671 1 10448610 1 12649259 1 14888178 1 17165938 1 19483114 1 21840290 

1 09368527 1 11829218 1 14338998 1 16898721 1 19509257 1 22171484 1 24886297 

1 10462213 1 13227083 1 16054083 1 18944449 1 21899442 1 24920343 1 28008454 

1 11566835 1 14642422 1 17794894 1 21025977 1 24337431 1 27731050 1 31208666 

1 12682503 1 16075452 1 19561817 1 23143931 1 26824179 1 30604999 1 34488882 

1 13809328 1 17526395 1 21355244 1 25298950 1 29360663 1 33543611 1 37851104 

1 14947421 1 18995475 1 23175573 1 27491682 1 31947876 1 36548343 1 41297382 

1 16096896 1 2048291S 1 25023207 1 29722786 1 34586834 1 39620680 1 44826817 

1 17257864 1 21988955 1 26898555 1 31992935 1 37278571 1 42762146 1 48450562 

1 18430443 1 23513817 1 28802033 1 34302811 1 40024142 1 45974294 1 52161826 

1 19614748 1 25057739 1 30734064 1 36653111 1 42824625 1 49258716 1 55965872 

1 20810895 1 26620961 1 32695075 1 39044540 1 45681117 1 52617037 1 59865019 

1 22019004 1 28203723 1 34685501 1 41477820 1 48594740 1 56050920 1 63861644 

1 23239194 1 29806270 1 36705783 1 43953681 1 51566634 1 59562066 1 67958185 

1 24471586 1 3142884S 1 38756370 1 46472871 1 54597967 1 63152212 1 72157140 

1 25716302 1 33071709 1 40837715 1 49036146 1 57680926 1 66823137 1 76461068 

1 26973465 1 34735105 1 42950281 1 51644270 1 60843725 1 70576658 1 80872595 

1 28243200 1 36419294 1 45094535 1 54298054 1 64060599 1 74414632 1 85394410 

1 29525631 1 38124535 1 47270953 1 56998269 1 67341811 1 78338962 1 90029270 

1 30820888 1 39851092 1 49480018 1 50745739 1 70688648 1 82351588 1 94780002 

1 32129097 1 41599230 1 51722218 1 62541290 1 74102421 1 86454499 1 09649502 

1 33450388 1 43369221 1 53998051 1 65385762 1 77584469 1 90649725 2 04640739 

1 34784892 1 45161336 1 56308022 1 68280013 1 81136158 1 94939344 2 09756758 

1 36132740 1 46975853 1 58652642 1 71224913 1 84758882 1 99325479 2 15000677 

1 37494068 1 48813051 1 61032432 1 74221349 1 88454059 2 03810303 2 20375694 

1 38S69009 1 50673214 1 63447918 1 77270223 1 92223140 2 08396034 2 25885086 

1 40257699 1 52556629 1 65899637 1 80372452 1 96067603 2 13084945 2 31532213 

1 41660276 1 54463587 1 68388132 1 83528970 1 99988955 2 17879356 2 37320519 

1 43076878 1 56394382 1 70913954 1 86740727 2 03988734 2 22781642 2 43253532 

1 44507647 1 58349312 1 73477663 1 90008689 2 08068509 2 27794229 2 49334870 

1 45952724 1 60328678 1 76079828 1 93333841 2 12229879 2 32919599 2 55568242 

1 47412251 1 62332787 1 78721025 1 96717184 2 16474477 2 38160290 2 61957448 

1 48886373 1 64361946 1 81401841 2 00159734 2 20803966 2 43518897 2 68506384 

1 50375237 1 66416471 1 84122868 2 03662530 2 25220046 2 4S998072 2 75219043 

1 51878989 1 68496677 1 86884712 2 07226624 2 29724447 2 54600528 2 82099520 

1 53397779 1 70602885 1 89687982 2 10853090 2 34318936 2 60329040 2 89152008 

1 54931757 1.72735421 1 92533302 2 14543019 2 39005314 2 66186444 2.96380808 

1 56481075 1 74894614 1 95421301 2 18297522 2 43785421 2 72175639 3 03790328 

1 58045885 1 77080797 1 98352621 2 22117728 2.48661129 2 78299590 3 11385086 

1 59626344 1 79294306 2 01327910 2 26004789 2 53634351 2 84561331 3 19169713 

1 61222608 1 81535485 2 04347829 2 29959872 2 58707039 2.90963961 3 27148956 

1 62834834 1 83804679 2 07413046 2 33984170 2 63881179 2 97510650 3 35327680 

1 64463182 1 86102237 2 10524242 2 38078893 2 69158803 3 04204640 3 43710872 

1 72852457 1 98028070 2.26794398 2 59652785 2 97173067 3.40002740 3 88877303 

1 81669670 2 10718135 2 44321978 2 83181628 3 28103079 3 80013479 4 39978975 

1 90936649 2 24221407 2 63204158 3 08842574 3 62252311 4 24732588 4 97795826 

2 00676337 2 38589997 2 83545629 8 86828827 3 99955822 4 74714140 5 63210286 

2 10912847 2 53879358 3 05459171 3 67351098 4 41583546 5 30577405 6 37220743 

2 21671522 2 70148494 3 29066279 4 00639192 4 87543916 5 93014530 7 20056782 

2 32978997 2 87460191 3 54497838 4 36943740 5 38287878 6 62799112 8 15606424 

2 44863267 3 05881260 3 81894851 4 76538080 5 94313313 7 40705782 9 22885633 

2 57353755 3 25482789 4 11409214 5 19720324 6 56169920 8.27070921 10 44160385 

2 70481383 3.46340427 4 43204565 5 66815594 7 24464612 9.25404630 11.81371635 


= the rate of interest on 1 for one period 
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0 1 . 1 . 1 1 1 1 1 

1 1.0275 1 03 1 035 1 04 1 045 1 05 1 06 

1 05575625 1 0609 1 071225 1 0816 1 062025 1 1025 1 1236 

1 08478955 1 092727 1 10871788 1 124864 1 14116613 1 157625 1 191016 

1 11462126 1 12550881 1 14752300 1 16985856 1 19251860 1 21550625 1 26247690 

1 14527334 1 15927407 1 18768631 1 21665290 1 24618194 1 27628156 1 33822558 

1 17676836 1 19405230 1 22925533 1 26531902 1 30226012 1 34009564 1 41851911 

1 20912949 1 22987387 1 27227926 1 31593178 1 36086183 1 40710042 1 50363026 

1 24238055 1 26677008 1 31680904 1 36856905 1 42210061 1 47745544 1 59384807 

1 27654602 1 30477318 1 36289735 1 42331181 1 48609514 1 55132822 1 68947896 

1 31165103 1 34391638 1 41059876 1 48024428 1 55296942 1 62889463 1.79084770 

1 34772144 1 38423387 1.45996972 1 53945406 1 62285305 1 71033936 1 89829856 

1 38478378 1 42576089 1 51106866 1 60103222 1 69588143 1 79585633 2 01219647 

1 42286533 1 46853371 1 56395606 1 6^^7351 1 77219610 1 88564914 2 13292826 

1 46199413 1 51258972 1 61869452 1 73167645 1 85194492 1 97993160 2 26090896 

1 50219896 1 55796742 1 67534883 1 80094351 1 93528244 2 07892818 2 39655819 

1 54350944 1 60470644 1 73398604 1 87298125 2 02237015 2 18287459 2 54035166 

1 58595595 1 65284763 1 79467555 1 94790050 2 11337681 2 29201832 2 69277279 

1 62956973 1 70243306 1 85748920 2 02581652 2 20847877 2 40661923 2 85433915 

1 67438290 1 75350605 1 92250132 2 10684918 2 30786031 2 52695020 3 02559959 

1 72042843 1 80611123 1 98978886 2 19112314 2 41171402 2 65329771 3 20713547 

1 76774021 1 86029457 2 05943147 2 27876807 2 52024116 2 78596259 3 39956369 

1 81635307 1 91610341 2.13151158 2 36991879 2 63365201 2 92526072 3 60353742 

1 86630278 1 97358651 2 20611448 2 46471554 2 75216635 3 07152376 3 81974966 

1 91762610 2 03279411 2.28332849 2 56330416 2 87601383 3 22509994 4 04893464 

1 97036082 2 09377793 2 38324498 2 66583633 3 00543446 3 38635494 4 29187072 

2 02454575 2 15659127 2 44595856 2 77246978 3 14067901 3 55567269 4 54938296 

2 08022075 2 22128901 2 53156711 2 88336858 3 28200956 3 73345632 4 82234594 

2 13742682 2 28792768 2 62017196 2 99870332 3 42969999 3 92012914 5 11168670 

2 19620606 2 35656551 2 71187798 3 11865145 3 58403649 4 11613560 5 41838790 

2 25660173 2 42726247 2 80679370 3 24330751 3 74531813 4 32194238 5 74349117 

2 31865828 2 50008035 2 90503148 3 37313341 3 91385745 4 53803949 6 08810064 

2 38242138 2 57508276 3 00670759 3 50805875 4 08998104 4 76494147 6 45338668 

2 44793797 2 65233524 3 11194235 3 64838110 4 27403018 5 00318854 6 84058988 

2 51525626 2 73190530 3 22086033 3 79431634 4 46636154 5 25334797 7 25102528 

2 58442581 2 81386245 3 33359045 3 94608899 4 66734781 5 51601537 7 68608679 

2 65549752 2 89827833 3 45026611 4 10393255 4 87737846 5 79181614 8 14725200 

2 72852370 2 98522668 3 57102543 4 26808986 5 09686049 6 08140694 8 63608712 

2 80355810 3 0*^478348 3 69601132 4 43881345 5 32621921 6 38547729 9 15425235 

2 88065595 3 16702698 3 82537171 4 61636599 5 56589908 6 70475115 9 70350749 

2 95987399 3 26203779 3 95925972 4 80102063 5 81636454 7 03998871 10 28571794 

3 04127052 3 35989893 4 09783381 4 99306145 6 07810094 7 39198815 10 90286101 

3.12490546 3 46069589 4 24125799 5 19278391 6 35161548 7 76158756 11 55703267 

3 21084036 3 56451677 4 38970202 5 40049527 6 63743818 8 14966693 12 25045463 

3 29913847 3 67145227 4 54334160 5 61651508 6 93612290 8 55715028 12 98548191 

3 38986478 3 78159584 4 70235855 5 84117568 7 24824843 8 98500779 13 76461083 

3 48308606 3 89504372 4 86694110 6 07482271 7 57441961 9 43425818 14 59048748 

3 57887093 4 01189503 5 03728404 6 31781562 7 91526849 9 90597109 15 46591673 

3 67728988 4 13225188 5 21358898 6 57052824 8 27145557 10 40126965 16 39387173 

3 77841535 4 25621944 5 39606459 6 83334937 8 64367107 10 92133313 17 37750403 

3 88232177 4 38390602 5.58492686 7 10668335 9 03263627 11 46739979 18 42015427 

4 44631964 5 08214859 6 63314114 8 64636692 11 25630817 14 63563092 24 65032159 

5 09225136 5 89160310 7 87809090 10 51962741 14 02740793 18 67918589 32 98769085 

5 83201974 6 82998273 9 35670068 12 79873522 17 48070239 23 83990056 44 14497165 

6 67925676 7 91782191 11 11282526 15 57161835 21 78413558 30 42642554 59 07593018 

7 64957472 9 17892567 13 19855038 18 94525466 27 14699629 38 83268592 79 05692079 

8 76085402 10 64089056 15 67573754 23 04979907 33 83009643 49.56144107 105 79599348 

^ 10 03357258 12 33570855 18 61785881 28 04360494 42 15845513 63.25435344 141 57890449 

90 11 49118322 14 30046711 22 11217595 34 11933334 52 53710530 80 73036505 189 46451123 

95 13 16054584 16 57816077 26 26232856 41 51138594 65 47079168 103 03467645 253 54625498 

100 15 07242234 19 21863198 31 19140798 50 50494818 81 58851803 131 50125785 339 30208351 

n = the number of periods 
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Present worth = 


1 


(1 +i)» 


Periods 


0 

1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 


Ifo 


1 . 

0 99009901 
0 98029605 
0 97059015 
0 9609S034 
0 05146569 
0 04204524 
0 93271805 
0 9234S322 
0 91433982' 
0 90528695 

0 89632372 
0 88744923 
0 87866260 
0 86996297 
0 86134947 
0 85282126 
0 34437749 
0 83601731 
0 82773992 
0 81954447 

0 81143017 
0 80339621 
0 79544179 
0 78756613 
0 77976844 
0 77204796 
0 76440392 
0 75683557 
0 74934215 
0 74192292 

0 73457715 
0 73730411 
0 72010307 
0 71297334 
0 70591420 
0 69892495 
0 69200 
0 68515337 
0 67836967 
0 67165314 

0 66500311 
0 65841892 
0 65189992 
6 64544546 
0 63905492 
0 63272764 
0 62646301 
0 63026041 
0 61411921 
0 60803882 

0 57852808 
0 55044962 
0 52373392 
0 4''8314S6 
0 47412949 
0 45111794 
0 42922324 
0 40839119 
0 38857020 
0 36971121 




0 98765432 
0 97546106 
0 96341833 
0 95152428 
0 93977706 
0 92817488 
0 91671593 
0 90539845] 
0 89422069 
0 88318093 

0 87227746 
0 86150860 
0 85087269 
0 84036809 
0 82999318 
0 81974635 
0 80962602, 
0 79963064 
0 78975866 
0 78000855 

0 77037881 
0 76086796 
0 75147453 
0 74219707 
0 73303414 
0 72398434 
0 71504626 
0 70621853 
0 69749978 
0 68888867 

0 68038387 
0 67198407 
0 66368797 
0 65549429 
0 64740177 
0 63940916 
0 63151522 
0 62371873 
0 61601850 
0 60841334 

0 60090206 
0 59348352 
0 58615656 
0 57892006 
0 57177290 
0 56471397 
0 55774219 
0 55085649 
0 54405579 
0 53733905 

0 50497892 
0 47456760 
0 44598775 
0 41912905 
0 39388787 
0 37016679 
0 34787426 
0 32692425 
0 30723591 
0 28873326 




0 98522167 
0 97066175 
0 95631699 1 
0 94218423 
0 92826033 
0 91454219 
0 90102679 
0 88771112 
0 87459224 
0 86166723 

0 84893323 
0 83638742 
0 82402702 
0 81184928 
0 79985150 
0 78803104 
0 77638526 
0 76491159 
0 75360747 
0 74247042 

0 73149795 
0 72068763 
0 71003708 
0 69954392 
0 68920583 
0 67902052 
0 66898574 
0 65909925 
0 64935887 
0 63976243 

0 63030781 
0 62099292 
0 61181568 
0 60277407 
0 59386608] 
0 58508974 
0 57644309 
0 56792423 
0 55953126 
0 55126232 

0 54311559 
0 53508925 
0 52718153 
0 51939067 
0 51171494 
0 50415265 
0 49670212 
0 48936170 
0 48212975 
0 47500468 

0 44092800] 
0 40929597 
0 37993321 
0 35267692 
0 32737599 
0 30389015 
0 28208917 
0 26185218 
0 24306699 
0 22562944 




0 98280098 
0 96589777 
0 94928528 
0 93295851 
0 91691254 
0 90114254 
0 88564378 
0 87041157 
0 85544135 
0 84072860 


0 

0 81205788 
0 79809128 
0 78436490 
0 77087459 
0 75761631 
0 74458605 
0 73177990 
0 71919401 
0 70682458 

0 69466789 
0 

0 67097817] 
0 65943800 
0 64809632 
0 63694970] 
0 62599479 
0 

0 60464697 
0 59424764 

0 58402716 
0 57398247 
0 56411053 
0 55440839 
0 54487311 
0 53550183 
0 52629172 
0 51724002 
0 50834400 
0 49960098 

0 49100834 
0 48256348 
0 47426386 
0 46610699 
0 45809040 
0 45021170 
0 44246850 
0 43485848 
0 42737934 
0 42002883 

0 38512970 
0 35313025 
0 32378956 
0 29688670 
0 27221914 
0 24960114 
0 22886242 
0 20984682 
0 19241118 
0 17642422 


0 98039216 
0 90116878 
0 94232233 
0 92384543 
0 90573081 
0 88797138 
0 87056018 
0 85349037 
0 83675527 
0 82034830 

0 80426304 
0 78849318 
0 77303253 
0 75787502 
0 74301473 
0 72844581 
0 71416256 
0 70015937 
0 68643076 
0 67297133 

0 65977582 
0 64683904 
0 63415592 
0 62172149 
0 60953087 
0 59757928] 
0 58586204 
0 57437455 
0 56311231 
0 55207089 

0 54124597 
0 53063330 
0 52022873 
0 51002817 
0 50002761 
0 49022315 
0 48061093 
0 47118719 
0 46194822 
0 45289042] 

0 44401021 
0 43530413 
0 42676875 
0 41840074] 
0 41019680 
0 40215373 
0 39426836 
0 38653761 
0 37895844 
0 37152788] 

0 33650425 
0 30478227 
0 27605069] 
0 25002761 
0 22645771 
0 20510973 
0.18577420 
0 16826142 
0 15239955 
0.13803297 


Compound 


2M% 23^% 


1 1 
0 97799511 0 97560976 
0 95647444 0 95181440 
0 93542732 0 92859941 
0 91484335 0 90595064 
0 89471232 0 88385429 
0 87502427 0 86229687 
0 85576946 0 84126524 
0 83693885 0 82074657 
0 81852161 0 80072836 
0 80051013 0 78119840 

0 78289499 0 76214478 
0 76566748 0 74355589 
0 74881905 0 72542038 
0 73234137 0 70772720 
0 71622628 0 69046556 
0 70046580 0 67362493 
0 68505212 0 65719506 
0 66997763 0 64116591 
0 65523484 0 62552772 
0 64081647 0 61027094 

0 62671538 0 59538629 
0 61292457 0 58086467 
0 59943724 0 56669724 
0 58824668 0 55287535 
0 57334639 0 53939059 
0 56072997 0 52623472 
0 54839117 0 51339973 
0 53632388 0 50087778 
0 52452213 0 48866125 
0 51298008 0 47674269 

0 50169201 0 46511481 
0 49065233 0 45377055 
0 47985558 0 44270298 
0 46029641 0 43190534 
0 45896960 0 42137107 
0 44887002 0 41109372 
0 43899268 0 40106705 
0 42933270 0 39128492 
0 41988528 0 38174139 
0 41064575 0 37243062 

0 40160954 0 36334695 
0 39277216 0 35448483 
0 38412925 0 34583886 
0 37567653 0 33740376 
0 36740981 0 32917440 
0 35932500 0 32114576 
0 35141809 0 31331294 
0 34368518 0 30567116 
0 33612242 0 29821576 
0 32872608 0 29094221 

0 29411528 0 25715052 
0 26314856 0 22728359 
0 23544226 0 20088557 
0 21065309 0 17755358 
0 18847391 0 15693149 
0 16862993 0 13870457 
0 15087528 0 12259463 
0 13498997 0 10835579 
0 12077719 0 09577073 
0 10806084 0 08464737 
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Discount 

Present worth = y - 

(1 H-i)" 


Penods 3% 4% A}i% 5% 6% 

0 111111 1 

1 0 97323601 0 97087379 0 96618357 0 96153846 0 95693780 0 95238095 0 94339623 

2 0 94718833 0 94259591 0 93351070 0 92455621 0 91572995 0 90702948 0 88999644 

3 0 92183779 0 91514166 0 90194271 0 88899636 0 87629660 0 86383760 0 83961928 

4 0 89716573 0 88848705 0 87144223 0 85480419 0 83856134 0 82270247 0 79209366 

5 0 87315400 0 86260878 0 84197317 0 82192711 0 80245105 0 78352617 0 74725817 

6 0 84978491 0 83748426 0 81350064 0 79031453 0 76789574 0 74621540 0 70496054 

7 0 82704128 0 81309151 0 78599096 0 75991781 0 73482846 0 71068133 0 66505711 

8 0 80490635 0 78940923 0 75941156 0 73069021 0 70318513 0 67683936 0 62741237 

9 0 78336385 0 76641673 0 73^73097 0 70258674 0 67290443 0 64460892 0 59189846 

10 0 76239791 0 74409391 0 70891881 0 67556417 0 64392768 0 61391325 0 55839478 

11 0 74199310 0 72242128 0 68494571 0 64958093 0 61619874 0 58467929 0 52678753 

12 0 72213440 0 70137988 0 66178330 0 62459705 0 58966386 0 55683742 0 49696936 

13 0 70280720 0 68095134 0 63940415 0 60057409 0 56427164 0 53032135 0 46883902 

14 0 68399728 0 66111781 0 61778179 0 57747508 0 53997286 0 50506795 0 44230096 

15 0 66569078 0 64186195 0 59689062 0 55526450 0 51672044 0 48101710 0 41726506 

16 0 64787424 0 62316694 0 57670591 0 53390818 0 49446932 0 45811152 0 39364628 

17 0 63053454 0 60501645 0 55720378 0 51337325 0 47317639 0 43629669 0 37136442 

18 0 61365892 0 58739461 0 53836114 0 49362812 0 45280037 0 41552065 0 35034379 

19 0.59723496 0 57028603 0 52015569 0 47464242 0 43330179 0 89573396 0 33051301 

20 0 58125057 0 55367575 0 50256588 0 45638695 0 41464286 0 37688948 0 31180473 

21 0 56569398 0 53754928 0 48557090 0 43883360 0 39678743 0 35894236 0 29415540 

22 0 55055375 0 52189250 0 46915063 0 42195539 0 37970089 0 34184987 0 27750510 

23 0 53581874 0 50669175 0 45328563 0 40572633 0 36335013 0 32557131 0 26179726 

24 0 52147809 0 49193374 0 43795713 0 39012147 0 34770347 0 31006791 0 24697855 

25 0 50752126 0 47760557 0 42314699 0 37511680 0 33273060 0 29530277 0 23299863 

26 0 49393796 0 46369473 0 40883767 0 36068923 0 31840248 0 28124073 0 21981003 

27 0 48071821 0 45018906 0 39501224 0 34681657 0 30469137 0 26784832 0 20736795 

28 0 46785227 0 43707675 0 38165434 0 33347747 0 29157069 0 25509364 0 19563014 

29 0 45533068 0 42434636 0 36874815 0 32065141 0 27901502 0 24294632 0 18455674 

30 0 44314421 0 41198676 0 35627841 0 30831867 0 26700002 0 23137745 0 17411013 

31 0 43128391 0 39998715 0 34423035 0 29646026 0 25550241 0 22035947 0 16425484 

32 0 41974103 0 38833703 0 33258971 0 28505794 0 24449991 0 20986617 0 15495740 

33 0 40850708 0 37702625 0 32134271 0 27409417 0 23397121 0 19987254 0 14618622 

34 0 39757380 0 36604490 0 31047605 0 26355209 0 22380589 0 19035480 0 13791153 

35 0 38693314 0 35538340 0 29997686 0 25341547 0 21425444 0 18129029 0 13010522 

36 0 37657727 0 34503243 0 28983272 0 24366872 0 205028171 0 17265741 0 12274077 

37 0 36649856 0 33498294 0 28003161 0 23429685 0 19619921 0 16443563 0 11579318 

38 0 35668959 0 32522615 0 27056194 0 22528543 0 18775044 0 15660536 0 10923885 

39 0 34714316 0 31575355 0 26141250 0 21662061 0 17968549 0 14914797 0 10305552 

40 0 33785222 0 30655684 0 25257247 0 20828904 0 17192870 0 14204568 0 09722219 

41 0 32880995 0 29762S00 0 24403137 0 20027793 0 16452507 0 13528160 0 09171905 

42 0 32000968 0 28895922 0 23577910 0 19257493 0 15744026 0 12883962 0 08652740 

43 0 31144495 0 28054294 0 22780590 0 18516820 0 15066054 0 12270440 0 08162962 

44 0 30310944 0 27237178 0 22010231 0 17804635 0 14417276 0 11686133 0 07700908 

45 0 29499702 0 26443862 0 21265924 0 17119841 0 13796437 0 11129651 0 07265007 

48 0 28710172 0 25673653 0 20546787 0 16461386 0 13202332 0 10599668 0 06853781 

47 0 27941773 0 24925876 0 19851968 0 15828256 0 12633810 0 10094921 0 06465831 

48 0 27193940 0 24199880 0 191S0645 0 15219476 0 12089771 0 09614211 0 06099840 

49 0 26466122 0 23495029 0 18532024 0 14634112 0 11569158 0 09156391 0 05754566 

50 0 25757783 0 22810708 0 17905337 0 14071262 0 11070965 0 08720373 0 05428836 

55 0 22490511 0 19676717 0 15075814 0 11565551 0 08883907 0 06832640 0 04056742 

60 0 19637679 0 16973309 0 12693431 0 09506040 0 07128901 0 05353552 0 03031434 

65 0 17146718 0 14641325 0 10687528 0 07813272 0 05720594 0 04194648 0 02265264 

70 0 14971726 0 12629736 0 08998612 0 06421940 0 04590497 0 03286617 0 01692737 

75 0 13072622 0 10S94521 0 07576590 0 05278367 0 03683649 0 02575150 0 01264911 

80 0 11414412 0 09397710 0 06379285 0 04338433 0 02955948 0 02017698 0 00945215 

85 0 09966540 0 08106547 0 05371187 0 03565875 0 02372003 0 01580919 0 00706320 

90 0 08702324 0 06992779 0 04522395 0 02930890 0 01903417 0 01238691 0 00527803 

95 0 07598469 0 06032032 0 03807735 0 02408978 0 01527399 0 00970547 0 00394405 

100 0 06634634 0 05203284 0 03206011 0 01980004 0 01225663 0 00760449 0 00294723 
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PRESENT VALUE OF A SUM AND TABLES 


Definition. — ^The value of a sum of money due at a future time 
is called the present worth or present value of that sum. It is the 
reciprocal of the compound amount, and may also be defined as 
that sum of money, which, when placed at compound interest for 
the full number of periods involved, will amount to that given sum. 

Example. $1,500 at compound interest for 6 periods at 3% per penod 
will amount to $1,791 08. The present worth of $1,791.08 due 6 penods 
hence at 3% per penod compounded will be $1,500. 

The formula corresponding to this would be: 


P. 7.= 


1 1 

(1 -f %)”> a 

P. V. = present value 

i = simple interest in hundredths 
n = the number of periods 


Compound Discount. — ^The difference between the present 
worth of the future sum and that future sum is called the com- 
pound discount and is usually designated by the letter D. 

Example. Fmd the present worth and compound discount of $2,100 
with mterest at 4%% per annum, compounded semiannually for 6 years. 

The number of periods is 12 and the mterest per penod is 2%%. From 
the table on page 142, Ime 12, column of 2%%, the present worth of $1 
is found to be .76566748. Therefore the present value {P. V.) of $2,100 
= .76566748 X 2,100 = $1,607.90, and the compound discount is $2,100— 
$1,607.90, or $492.10. 


ANNUITIES AND TABLES 

Annuity.— An annuity is the payment or receipt of a fixed sum 
of money at uniform intervals of time. An example of an annuity 
is rent on the use of property. 

Pa 3 rments of annuities are often called rents. 

Obdinaby Annuity. — ^An ordinary annuity is a series of pay- 
ments each of which is made at the end of a period of time. 

Annuity Due. — ^An annuity due is one in which the payment 
is made or received at the beginning of a period. A life insurance 
premium paid in advance is an example of an annuity due. 

Defebred Annuity. — k deferred annuity is one in which pay- 
ment is to be made or received after a number of periods have 
elapsed. 
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Amount of Annuity. — ^The total of all annuity payments 
made or received is the amount of annuity. 

Annuity in Perpetuity. — ^An annuity in which the payments 
continue indefinitely is a perpetuity. An example of this type is 
to be found in the payment made from endowment funds. 

Contingent Annuity. — ^A contingent annuity is one in which 
the begining or the termination of a series of payments is contin- 
gent upon the happening of a certain event. All other annuities 
are called annuities certain. 

Amount of an Ordinary Annuity. — ^The formula for deter- 
mining the amount of an ordinary annuity is as follows: 

i i 

Where A = amount of annuity 

a 1 = compound interest for the number of periods (n.) 
n = the number of periods 
t simple interest per period 

This formula is quite readily remembered when stated in the 
following way: 

The amount of annuity is the compound interest accumulated 
during the time the annuity runs, divided by the simple interest 
for one period. Tables on pages 146-147 will simplify the com- 
putations which are ordinarily met with in business. 

Example, To find the amount of an annuity of $2,000 received semi- 
annually for 10 years when invested at 4% per annum: 

In the amount of annuity table for 20 periods in the 2% column the 
factor is found to be 24,2973698. 

Multiply this factor by 2,000, 

$2,000 X 24,2973698 = $48,594.74 

The Amount of an Annuity Due. — ^In the case of an annuity 
due, the payments are made at the beginning rather than at the 
close of the period in which case there is one more interest pay- 
ment than in the previous illustration. 

Thus the amount of an annuity due, using the preceding 
example, will mean adding to the amount of $48,594.74 interest 
on that sum at 2%, or $971.89 

Amount of annuity due = $48,594.74 + $971 89 = $49,566.63 
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Amount of annuity 


_(l + z)” — 1 


Amount o£ 


Penods 1% ^H7o 1H% 


2H% 2H% 



1 

2 01 

3 0301 

4 060401 

5 10100501 5 126572291 

6 15201506 6 19065444 

7 21353521 7 26803762 

8 28567056 8 35888809 
0 36852727 9 46337420 


6 22955093 6 26870596 

7 32299419 7 37840831 


3 03765625 3 045225 

4 07562695 4 090903381 


3 06800625 3 075625 

4 13703639 4 15251563 


8 43283911 

9 55933169 


8 50753045 

9 65641224 


10 46221254 10 58166637 10 70272167 10 82539945 

11 56683467 11 71393720 H 86326249 12 01484394 

12 68250301 12 86036142 13 04121143 13 22510371 

13 80932S04 14 02111594 14 23682960 14 45654303 

14 94742132 15 19637988 15 45038205 15 70953253 


16 09689554 16 38633463 16 68213778 16 98444935 


1 . 1 

2 0175 2 02 

3 05280625 3 0604 

4 075626951 4 090003381 4 10623036 4 121608 4 13703639 4 15251563 

5 101005011 5 126572291 5 15226693! 5 17808939 5 20404016 5 23011971 5 25632852 

6 30812096 6 34779740 6 38773673 

7 43428338 7 49062284 7 54743015 

8 58296905 8 65916186 8 73611590 

9 75462843 9 85399300 9 95451880 

10 94972100 11 07570784 11 20338177 

12 01484394 12 16871542 12 32491127 12 48346631 

13 22510371 13 41208973 13 60222177 13 79555297 

14 45654303 14 68033152 14 90827176 15 14044179 

15 70953253 15 97393815 16 24370788 16 51895284 

16 98444935 17 29341692 17 60919130 17 93192666 

17 25786449 17 59116382 17 93236984 18 28167721 18 63928525 19 00539811 19 38022483 

18 43044314 18 81105336 19 20135539 19 60160656 20 01207096 20 43301957 20 86473045 

10 61474757 20 04619153 20 48937572 20 94463468 21 41231238 21 89276251 22 38634871 

20 81089504 21 29676893 21 79671636 22 31116578 22 84055863 23 38534966 23 94600743 

22 01900399 22 56297854 23.12366710 23 70161119 24 29736980 24 91152003 25 54465761 

23 23919403 23 84501577 24 47052211 25 11638938 25 78331719 26 47202923 27 18327405 

24 47153598 25 14307847 25 83757994 26 55592620 27 29898354 28 06764989 28 86285590 

25 71630183 26 45736695 27 22514364 28 02065490 28 84496321 29 69917201 30 58442730 

26 97346485 27 78808403 28 63352080 29 51101637 30 42186247 31 36740338 32 34903798 

28 24319950 29 13543508 30 06302361 31 02745915 32 03029972 33 07316996 34 15776393 

29 52563150 30 49962802 31 51396896 32 57043969 33 67090572 34 81731628 36 01170803 

30 82088781 31 88087337 32 98667850 34 14042238 35 34432383 36 60070590 37 91200073 

32 12909669 33 27938429 34.48147867 35 73787977 37 05121031 38 42422178 39 85980075 

33 45038766 34 69537659 35 99870085 37 36329267 38 79223451 40 28876677 41 85629577 

34 78489153 36 12906880 37.53868137 39 01715029 40 56807921 42 19526402 43 90270316 

36 13274045 37 58068216 39 10176159 40 69995042 42 37944079 44 14465746 46 00027074 

37 49406785 39 05044069 40 6S828801 42 41219955 44 22702961 46 13791226 48 15027751 

38 86900853 40 53857120 42 29861233 44 15441305 46 11157020 48 17601528 50 35403445 

40 25769862 42 04530334 43 93309152 45 92711527 48 03380160 50 25^97563 52 61288531 

41 66027560 43 57086963 45 59208789 47 73083979 49 99447763 52 39082508 54 92820744 

43 07687836 45 11550550 47 27596921 49 56612949 51 99436719 54 56961864 57 30141263 

44 50764714 46 67944932 48 98510874 51 43353675 54 03425453 56 79743506 59 73394794 

45 95272361 48 26294243 50 71988538 53 33362365 56 11493962 59 07537736 62 22729664 

47 41225085 49 86622921 52 48068366 55 26696206 58 23723841 61 40457334 64 78297906 

48 88637336 51 48955708 54 26789391 57 23413390 60 40198318 63 78617624 67 40255354 

50 37523709 53 13317654 56 08191232 59 23573124 62 61002284 66 22136521 70 08761737 

51 87898946 54 79734125 57 92314100 61 27235654 64 86222330 68 71134592 72 83980781 

53 39777936 56 48230801 59 79198812 63 34462278 67 15946777 71 25735121 75 66080300 

54 93175715 58 18833687 61 68886794 65 45315367 69 50265712 73 86064161 78 55232308 

56 48107472 59 91569108 63 61420096 67 59858386 71 89271027 76 52250605 81 51613116 

58 04588547 61 66463721 65 56841398 69 78155908 74 33056447 79 24426243 84 55403443 

59 62634432 63 43544518 67 55194018 72 00273637 76 81717576 82 02725834 87 66788530 

61 22260777 65 22838824 69 56521929 74 26278425 79 35351927 84 87287165 90 85958243 

62 83483385 67 04374310 71 60S69758 76 56238298 81 94058966 87 78251126 94 13107199 

64 46318218 68 88178989 73 68282804 78 90222468 84 57940145 90 75761776 97 48434879 

72 85245735 78 42245562 84 52959893 91 23016259 98 58653365 106 66788460 115 55092136 

81 66966986 88 57450776 96 21465171 104 67521588 114 05153942 124 45043493 135 99158995 

90 93664882 99 37712526 108 80277215 119 33861370 131 12615541 144 32559477 159 11833027 
100 67633684 110 87199776 122 36375295 135 33075826 149 97791114 166 53961758 185 28411421 
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An Annuity 


Amount of annuity = ^ 



2 0275 2 03 

3 08325625 3 0909 

4 16804580 4 183627 

5 28266706 5 30913581 5 36246588 5 41632256 5 47070973 5 52563125 5 63709206 

6 42794040 6 46840988 6 55015218 6 63297546 6 71689166 6 80191281 6 97531854 

7 60470876 7 66246218 7 77940751 7 89829448 8 01915179 8 14200845 8 39383765 

8 81383825 8 89233605 9 05168677 9 21422626 9 38001362 9 54910888 9 89746791 

10 05621880 10 15910613 10 36849581 10 58279531 10 80211423 11 02656432 11 49131598 

11 33276482 11 46387931 11 73139316 12 00610712 12 28820937 12 57789254 13 18079494 

12 64441585 12 80779569 13 14199192 13 48635141 13 84117879 14 20678716 14 97164264 

13 99213729 14 19202956 14 60196164 15 02580546 15 46403184 15 91712652 16 86994120 

15 37692107 15 61779045 16 11303030 16 62683768 17 15991327 17 71298285 18 88213767 

16 79978639 17 08632416 17 67698636 18 29191119 18 93210937 19 59863199 21 01506593 

18 26178052 IS 59891389 19 29568088 20 02358764 20 78405429 21 57856359 23 2759698$ 

19 76397948 20 15688130 20 97102971 21 82453114 22 71933673 23 65749177 25 67252808 

21 30748892 21 76158774 22 70501575 23 69751239 24 74170689 25 84036636 28 21287976 

22 89344487 23 41443537 24 49969130 25 64541288 26 85508370 28 13238467 30 90565255 

24 52301460 25 11686844 26 35718050 27 67122940 29 06356246 30 53900391 33 75999170 

26 19739750 26 87037449 28 27968181 29 77807858 31 37142277 33 06595410 36.78559120 


4 21494288 4 246464 

5 36246588 5 41632256 


6 55015218 

7 77940751 


6 63297546 

7 89829448 


8 81383825 8 89233605 9 05168677 9 21422626 

10 05621880 10 15910613 10 36849581 10 58270531 

11 33276482 11 46387931 11 73139316 12 00610712 


1 

2 045 

3 137025 

4 27819113 

5 47070973 

6 71689166 

8 01915179 

9 38001362 


27 91782593 28 67648572 
29 68556615 30 53678030 
31 50191921 32 45288370 
33 36822199 34 42647022 
35 28584810 36 45926432 

37 25620892 38 55304225 
39 28075467 40 70963352 
41 36097542 42 93092252 
43 49840224 45 21885020 
45 69460830 47 57541571 

47 95121003 50 00267818 
50 26986831 52 50275852 
52 65228969 55 07784128 
55 10022765 57 73017652 
57 61548391 60 46208181 

60 19990972 63 27594427 
62 85540724 66 17422259 
65 58393094 69 15944927 
68 38748904 72 23423275 
71 26814499 75 40125073 


30 26947068 31 96920172 


35 71925181 39 99272668 


32 32890215 34 24796979 36 30337795 38 50521440 43 39229028 
34 46041373 36 61788858 38 93702996 41 43047512 46 99582769 
36 66652821 39 08260412 41 68919631 44 50199887 50 81557735 
38 94985669 41 64590829 44 56521015 47 72709882 54 86451200 

41 31310168 44 31174462 47 57064460 51 11345376 59 15638272 
43 75906024 47 08421440 50 71132361 54 66912645 63 70576568 
46 29062734 49 96758298 53 99333317 58 40258277 68 52811162 
48 91079930 52 96628630 57 42303316 62 32271191 73 63979832 
51 62267728 56 08493775 61 00706966 66 43884750 79 05818622 

54 42947098 59 32833526 64 75238779 70 76078988 84 80167739 
57 33450247 62 70146867 68 66624524 75 29882937 90 88977803 
60 34121005 66 20952742 72 75622628 80 06377084 97 34316471 
63 45315240 69 85790851 77 03025646 85 06695938 104.18375460 
66 67401274 73 65222486 81 49661800 90 32030735 111 43477987 

70 00760318 77 59831385 86 16396581 95 83632272 119 12086666 
73 45786930 81 70224640 91 04134427 101 62813886 127 26811866 
77 02889472 85 97033626 96 13820476 107 70954580 135 90420578 
80 72490604 90 40914971 101 46442398 114 09502309 145 05845813 
84 55027775 95 02551570 107 03032306 120 79977424 154 76196562 




74 22801898 78 66329753 88 50953747 99 82653633 112 84668760 127 83976295 165 04768356 

77 26928950 82 02319645 92 60737128 104 81959778 118 92478854 135 23175110 175 95054457 

80 39419496 85 48389234 96 84862928 110 01238169 125 27640402 142 99333866 187 50757724 

83 60503532 89 04840911 101 23833130 115 41287696 131 91384220 151 14300559 199 75803188 

86 90417379 92 71986139 105 78167290 121 02939204 138 84996510 159 70015587 212 74351379 

90 29403857 96 50145723 110 48403145 126 87056772 146 09821353 168 68516366 226 50812462 

93 77712463 100 39650095 115 35097255 132 94539043 153 67263314 178 11942185 241 09861210 

97 35599556 104 40839598 120 38825659 139 26320604 161 58790163 188 02539294 256 56452882 

101 03328544 108 54064785 125 60184557 145 83373429 169 85935720 198 42666259 272 95840055 

104 81170079 112 79686729 130 99791016 152 66708366 178 50302828 209 34799572 290 33590458 

125 32071411 136 07161972 160 94688984 191 15917299 227 91795938 272 71261833 394 17202657 

148 80914038 163 05343680 196 51688288 237 99068520 289 49795398 353 58371788 533 12818089 

175 70980889 194 33275782 238 76287650 294 96838045 366 23783096 456 79801118 719 08286076 

70 1206 51842746 230 59406374 288 93786459 364 29045876 461 86967955 588 52851071 967 93216965 
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Present Worth 


1 t 

( 14 -?)« 

Present worth of annuity 



Penods I 1% I 1K% I l>s% I I g% I | 2^% 


0 ggOOOQOl O 98765432 0 98522167 0 98280098 0 98039216 0 97799511 0 97560976 

1 97039506 1 96311538 1 95588342 1 94869875 1 94156094 1 93446955 1 92742415 

2 94098521 2 92653371 2 91220042 2 89798403 2 8S38S327 2 86989687 2 85602356 

3 90196555 3 87805798 3 85438465 3 83094254 3 80772870 3 78474021 3 76167421 

4 85343124 4 81783504 4 78264497 4 74785508 4 71345951 4 67945253 4 64582850 

5 79547647 5 74600992 5 69718717 5 64899762 5 60143089 5 55447680 5 50812536 

6 72819453 6 66272585 6 59821396 6 53464139 6 47199107 6 41024626 6 34939060 

7 65167775 7 56812429 7 48592508 7 40505297 7 32548144 7 24718461 7 17013717 

8 56601758 8 46234498 8 36051732 8 26049432 8 16223671 8 06570622 7 97086553 

9 47130453 9 34552591 9 22218455 9 10122291 8 98258501 8 86621635 8 75206393 

10 36762825 10 21780337 10 07111779 9 92749181 9 78684805 9 64911134 9 51420871 

11 25507747 11 07931197 10 90750521 10 73954969 10 57534122 10 41477882 10 25776460 

12.13374007 11 93018466 11 73153222 11 53764097 11 34837375 11 16359787 10 98318497 
13 00370304 12 77055275 12 54338150 12 32200587 12 10624877 11 89593924 11 69091217 

13 86505252 13 60054592 13 34323301 13 09288046 12 84926350 12 61216551 12 38137773 

14 71787378 14 42029227 14 13126405 13 85049677 13 57770931 13 31263131 13 05500266 

15 56225127 15 22991829 14 907 64931 14 59508282 14 29187188 13 99768343 13 71219772 

16 39826S58 16 02954893 15 6725 6089 15 32686272 14 99203125 14 66766106 14 35336363 

17 22600850 16 81930759 16 4261 6837 16 04605673 15 67846201 15 32289590 14 97889134 

18.04555297 17 59931613 17 1686 3879 16 75288130 16 35143334 15 96731237 15 58916229 

18 85698313 18 36969495 17 90 013673 17 44754919 17 01120916 16 59042775 16 18454857 

19 66037934 19 13056291 18 62082437 18 13026948 17 65804820 17 20335232 16 76541324 

20 45582113 19 88203744 19 33086145 18 80124764 18 29220412 17 80278955 17 33211048 

21 24338726 20 62423451 20 03040537 19 46068565 18 91392560 18 38903624 17 88498583 

22 02315570 21 35726865 20 71961120 20 10878196 19 52345647 18 96238203 18 42437642 

22 79520366 22 08125299 21 39863172 20 74573166 20 12103576 19 52311260 18 95061114 

23 55960759 22 79629925 22 06761746 21 37172644 20 70689780 20 07150376 19 46401087 

24 31644316 23 50251778 22 72671671 21 98695474 21 28127236 20 60782764 19 96488866 

25 06578530 24 20001756 23 37607558 22 59160171 21 84438466 21 13234977 20 45354991 

25 80770822 24 88890623 24 01583801 23 18584934 22 39645555 21 64532985 20 93029259 

26 54228537 25 56929010 24 64614582 23 76987650 22 93770152 22 14702186 21 39540741 

27 26938947 26 24127418 25 26713874 24 34385897 23 46833482 22 63767419 21 84917796 

27 98969255 26 90496215 25 87895442 24 90796951 23 98856355 23 11752977 22 29188094 

28 70266589 27 56045644 26 48172849 25 46237789 24 49859172 23 58682618 22 72378628 

29 40858009 28 20785822 27 07559458 26 00725100 24 99861933 24 04579577 23 14515734 


30 10750504 28 84726737 

30 79950994 29 47878259 

31 48466330 30 10250133 
33 16303298 30 71851983 
32.83468611 31 32693316 

33 49968922 31 92783522 

34 15810814 32 52131874 

34 81000806 33 10747530 

35 45545352 33 68639536 

36 09450844 34 25816825 


27 66068431 

28 23712740 

28 80505163 

29 36458288 

29 91584520 

30 45896079 

30 99405004 

31 52123157 

32 04062223 
32 55233718 


26 54275283 

27 06904455 

27 58628457 

28 09462857 

28 59422955 

29 08523789 

29 56780136 

30 04206522 
30 50817221 
30 96626261 


36 72723608 

37 35369909 

37 97395949 

38 58807871 

39 19611753 

42 14719216 
44 95503841 
47 62660777 
50 16851435 
52 58705124 

54 88820611 
57 07767600 
59 160881481 
61 14298002 
63 02887877 


34 82288222 

35 38062442 

35 93148091 

36 47553670 

37 01287574 

39 60168667 
42 03459179 
44 32098022 
46 46967562 
48 48897027 

50 38665706 

52 17005958 

53 84606035 

55 42112744 

56 90133936 


33 05648983 31 41647431 

33 55319195 31 85894281 

34 04255365 32 29380129 
34 52468339 32 72118063 
34.99968807 33 14120946 


37 27146681 
39.38026889 
41 33778618 

43 15487183 

44 84160034 

46 40732349 

47 86072218 

49 20985452 

50 46220054 

51 62470367 


35 13544550 

36 96398552 
38 64059678 

40 17790267 

41 58747771 

42 87993474 

44 06500479 

45 15161037 

46 14793265 

47 06147304 


25 48884248 

25 96945341 

26 44064060 

26 90258883 

27 35547924 

27 79948945 

28 23479358 

28 66156233 

29 07996307 
29 49015987 

29 89231360 

30 28658196 

30 67311957 

31 05207801 
31 42360589 

33 17478752 

34 76088668 

36 19746555 

37 49861929 

38 67711433 

39 74451359 

40 71128999 

41 58692916 

42 38002254 

43 09835164 


25 362991181 

25 78287646 

26 19352221 

26 59513174 

26 98790390 

27 37203316 

27 74770969 

28 11511950 

28 47444450 

28 82586259 

29 16954777 
29 50567019 
29 83439627 

31 37265438 

32 74895285 

33 98034405 

35 08208492 

36 06782605 

36 94978079 

37 73887655 

38 44489025 

39 07656940 
39 64174052 


23 55625107 

23 95731812 

24 34860304 

24 73034443 

25 10277505 

25 46612200 

25 82060683 

26 16644569 
26 50384945 

26 83302386 

27 15416962 
27 46748255 

27 77315371 

28 07136947 

28 36231168 

29 71397928 

30 90865649 

31 96457705 

32 89785698 

33 72274044 

34 45181722 

35 09621486 

35 66576848 

36 16917089 
36 61410526 
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of An Annuity 


Present worth of annuity 


(1 + ^)” 
i 


Periods 

^A% 

3% 

3H% 

4% 


5% 

e% 

1 

0 

97323601 

0 


0 

96618357 


0 95693780 

0 

95238095 

0 

94339623 

2 

1 

92042434 

1 

91346970 

1 

89969428 


1 87266775 

1 

85941043 

1 

83339267 

3 

2 

84226213 

2 

82861135 

2 

80163698 

2 77509103 

2 74896435 

2 

72324803 

2 

67301195 

4 

3 

73942787 

3 


3 

67307921 

3 62989522 

3 58752570 

3 

54595050 

3 

46510561 

5 

4 

61258186 

4 


4 

51505238 

4 45182233 

4 38997674 

4 

32947667 

4 

21236379 

6 

5 

46236678 

5 

41719144 

5 

32855302 

5 24213686 

5 15787248 

5 

07569206 

4 

91732433 

7 

6 

28940806 

6 

23028296 

6 

11454398 

6 00205467 

5 89270094 

5 

78637340 

5 

58238144 

8 

7 

09431441 

7 

01969219 

6 

87395554 

6 73274487 

6 50588607 

6 

46321276 

6 

20979381 

9 

7 

87767826 

7 

mmm 

7 

60768651 

7 43533161 

7 26879050 

7 

10782168 

6 

80169227 

10 

8 


8 

53020284 

8 

31660532 

8 11089578 

7 91271818 

7 

72173493 

7 

36008705 

11 

9 

38206926 

9 

25262411 

9 

00155104 

8 76047671 

8 52891692 

8 

30641422 

7 

88687458 

12 

10 


9 


9 

66333433 

9 38507376 

9 11858076 

8 

86325164 

8 

38384394 

13 

10 

K'ft'r'v 

10 

63495533 

10 

30273849 

9 98564785 

9 68285242 

9 

39357299 

8 

85268296 

14 

11 


11 

29607314 

10 

92052028 

10 56312293 

10 22282528 

9 

89864094 

9 

29498393 

15 

12 

15669892 

11 

KB 

11 

51741090 

11 11838743 

10 73954573 

10 

37965804 

9 

71224899 

16 

12 

80457315 

12 

56110203 

12 

09411681 

11 65229561 

11 23401505 

10 

83776956 

10 

10589527 

17 

13 


13 

16611847 

12 

65132059 

12 16566885 

11 70719143 

11 

27406625 

10 

47725969 

18 

14 

04876661 

13 


13 

18968173 

12 65929697 

12 15999180 

11 

68958690 

10 

82760348 

19 

14 

mmm 

14 

32379911 

13 

70983742 

13 13393940 

12 50329359 

12 

08532086 

11 

15811649 

20 

15 

22725213 

14 

87747486 

14 

21240330 

13 59032634 

13 00793645 

12 

46221034 

11 

46992122 


15 

79294612 

15 


14 

69797420 

14 02915995 

13 40472388 

12 

82115271 

11 

76407662 


16 

34349987 

15 

93691664 

15 

16712484 

14 45111533 

13 78442476 

13 

16300258 

12 

04158172 


16 

87931861 

16 

44360839 

15 

62041047 

14 85684167 

14 14777489 

13 

48857388 

12 

30337898 


17 


16 

93554212 

16 

05836760 

15 24696314 

14 49547837 

13 

79864179 

12 

55035753 


17 

90831795 

17 

41314769 

16 

48151459 

15 62207994 

14 82820896 

14 

09394457 

12 

78335616 

26 

18 

40225592 

17 

87684242 

16 

89035226 

15 98276918 

15 14661145 

14 

37518530 

13 

00316619 


18 

88297413 

18 

32703147 

17 

28536451 

16 32958575 

15 45130282 

14 

64303362 

13 

21053414 


19 

35082640 

18 

76410823 

17 

66701885 

16 66306322 

15 74287351 

14 

89812726 

13 

40616428 


19 

80615708 

19 

18845459 

18 

03576700 

16 98371463 

16 02188853 

15 

14107358 

13 

59072102 


20 


19 

60044135 

18 

39204541 

17.29203330 

16 28888854 

15 

37245103 

13 

76483115 

31 

20 


20 

00042849 

18 

73627576 

17 58849356 

16 51439095 

15 

59281050 

13 

92908599 

32 

21 

lUIlK 

20 

38876553 

19 

06886547 

17 87355150 

16 78889086 

15 

80267667 

14 

08404339 

33 

21 

50883332 

20 

76579178 

19 

39020818 

18 14764567 

17 02286207 

16 

00254921 

14 

23022961 

34 

21 

90640712 

21 

13183668 

19 

70068423 

18 41119776 

17 24675796 

16 

19290401 

14 

36814114 

35 

22 

29334026 

21 

48722007 

20 

00066110 

18 66461323 

17 46101240 

16 

37419429 

14 

49824636 

36 

22 

66991753 

21 

83225250 

20 

29049381 

18 90828195 

17 66604058 

16 

54685171 

14 

62098713 


23 

03641609 

22 

16723544 

20 

57052542 

19.14257880 

17 86223979 

16 

71128734 

14 

73678031 


23 

39310568 

22 

49246159 

20 

84108736 

19 36786423 

18 04999023 

16 

86789271 

14 

84601916 


23 

74024884 

22 

80821513 

21 

10249987 

19 58448484 

18 22965572 

17 

01704067 

14 

94907468 


24 

07810106 

23 

11477197 

21 

35507234 

19 79277388 

18 40158442 

17 

15908635 

15 

04629687 


24 

40691101 

23 

41239997 

21 

59910371 

19 99305181 

18 56610949 

17 

29436796 

15 

13801592 


24 

72692069 

23 

70135920 

21 

83488281 

20 18562674 

18 72354975 

17 

42320758 

15 

22454332 


25 

03836563 

23 

98190213 

22 

06268870 

20 37079494 

18 87421029 

17 

54591198 

15 

30617294 


25 

34147507 

24 

25427392 

22 

28279102 

20 54884129 

19 01838305 

17 

66277331 

15 

38318202 

45 

25 

63647209 

24 

51871254 

22 

49545026 

20 72003970 

19 15634742 

17 

77406982 

15 

45583209 

46 

25 

92357381 

24 

77544907 

22 

70091813 

20 88465356 

19 28837074 

17 

88006650 

15 

52436990 

47 

26 

20299154 

25 

02470783 

22 

89943780 

21 04293612 

19 41470884 

17 

98101571 

15 

58902821 

48 

26 

47493094 

25 

26670664 

23 

09124425 

21 19513088 

19 53560654 

18 

07715782 

15 

65002661 

49 

26 

73959215 

25 

50165693 

23 

27656450 

21 34147200 

19 65129813 

18 

16872173 

15 

70757227 

50 

26 

99716998 

25 

72976401 

23 

45561787 

21 48218462 

19 76200778 

18 

25592546 

15 

76186064 

55 

28 

18526879 

26 

77442764 

24 

26405323 

22 10861218 

20 24802057 

18 

63347196 

15 

99054297 


29 

22266201 

27 

67556367 

24 

94473412 

22 62348997 

20 63802204 

18 

92928952 

16 

16142771 

65 

30 

12846605 

28 

45289152 

25 

51784916 

23 04668199 

20 95097913 

19 

16107033 

16 

28912272 

70 

30 

91937247 

29 

12342135 

26 

mmm 

23 39451498 

21 20211187 

19 

34267665 

16 

38454387 

75 

31 


29 

OK 

26 

40668868 

23 68040834 

21 40363360 

19 

48496995 

16 

45584810 

80 

32 

21294098 

30 20076345 

26 

74877567 

23 91539185 

21 56534493 

19 

59646048 

16 

50913077 

85 

32 

Em™ 

30 63115103 

27 

umm 

24 10853116 

21 69511035 

19 

68381623 

16 

54894668 

90 

33.19915489 

31 00240714 

27 

27931564 

24 26727759 

21 79924075 

19 

75226174 

16 

57869944 

95 

33 60055671 

31 32265592 

27 

48350415 

24 39775559 

21 88280030 

19 

80589059 

16 

60093244 

100 

33 95104232 

31 59890534 

27 

65542540 

24 50499900 

21 94985274 

19 

84791020 

16 

61754623 
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Present Value of an Annuity. — The present value of an an- 
nuity is that sum which if placed at interest compounded periodi- 
cally will permit the payment or receipt of a fixed sum at uniform 
intervals of time. The formula for obtaining this value is: 


Present value of an annuity (P. V, A,) ■ 
where 77- = present value of one 
D = compound discount 


■ (1 +z)» 


D 

z 


In other words, the present worth of an annuity is equal to the 
compound discount divided by the simple interest for one period. 
To facilitate solving problems of this nature the tables on pages 
148-149 have been devised and their use illustrated in the fol- 
lowing example. 


Example. A corporation owning a patent with an eight-year life, re- 
ceives a quarterly royalty in the amount of $5,500 At what value shall 
it set up this asset upon its balance sheet assuming that money is worth 
5% per annum? 

Table on page 148 shows the present value of an annuity of $1 at 1%% 
for 32 periods as 26.24127418. 


$5,500 X 26 24127418 = $144,327 01, 
which is the required value of the asset. 


NUMBER OF DAYS BETWEEN MONTHS 


Frov To the S\mb Day op the Next 


Any 

Day 

OP Jaiu Feb. Mar. Apr. May 


Tan. 365 31 59 90 120 

Feb. 334 365 28 50 89 

Mar. 306 337 365 31 61 

Apr. 275 306 834 365 30 

May 245 276 304 335 365 

June 214 245 273 304 334 

July 1S4 215 243 274 304 

Aug. 153 184 212 243 273 

Sept. 122 153 181 212 242 

Oct. 92 123 151 182 212 

Nov. 61 92 120 151 181 

Dec. 31 62 90 121 151 


June 

July 

Aug. 

Sept. 

Oct. 

Nov. 

Dec* 

151 

181 

212 

243 

273 

304 

334 

120 

150 

181 

212 

242 

273 

303 

92 

122 

153 

184 

214 

245 

275 

61 

91 

122 

153 

183 

214 

244 

31 

61 

92 

123 

153 

184 

214 

365 

30 

61 

92 

122 

153 

183 

335 

365 

31 

62 

92 

123 

153 

304 

334 

365 

31 

ex 

92 

122 

273 

303 

334 

365 

30 

61 

91 

243 

273 

304 

335 

365 

31 

61 

212 

242 

273 

304 

334 

365 

30 

182 

212 

243 

274 

304 

335 

365 
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SHORTCUTS AND CHECKS 

Addition by Columns. — ^Add each column separately, begin- 
ning at the right, placing each result by itself. Then add the 
totals. Repeat the process, beginning at the left. See (1) below. 

“Casting Out 9’s.” — ^Add the digits in each number, and divide 
the sum by 9. Place the remainders to the right of the number. 
Repeat for all numbers. Find the excesses of 9 in both the re- 
mainders and in the total. If the results are the same the result 
proves. See (2) below. 

Subtraction of Excesses of 9’s. — Cast out 9's in minuend and 
subtrahend, and find the difference between the results. This 
should agree with excess of 9's in the remainder, if the subtraction 
is correct. See (3) below. 


Casting Out 9’s in Multiplication. — ^Find excesses of 9's in 
multiplier and in multiplicand. The product of these excesses 
should equal the excesses of 9’s in the product. See (4) below. 



(1) 

(2) 


(3) 


(4) 


2175 

2175 

2175 

6 

465 

6 

465 

6 

5490 

5490 

5490 

0 

122 

5 

122 

5 

6312 

6312 

6312 

3 

— 

- 

— 

— 

5865 

5865 

5865 

6 

343 . 


930 

30 

12 

23 

18 

16 

19842 ^ 

6 



you 

465 


16 

23 





56730 


18 

12 





3 = 

3 

19842 

19842 








Multiplication by Multiples of 10. — ^Move the decimal point 
to the right as many points as there are O’s in the multiplier. 

Multiplication of Numbers Ending with Zeros. — ^Multiply 
the significant figures. Add as many zeros as there are in both 
multiplier and multiplicand. 

Multiplication by 9, 99, 999, Etc. — ^First multiply by 10, or 
100, or 1,000, etc. Subtract original numbers from the result. 

Multiplication by 25, 50, 75, Etc. — ^To multiply by 25, first 
multiply by 100; then divide by 4, To multiply by 50, first multi- 
ply by 100 ; then divide by 2. To multiply by 75, first multiply by 
100, iJien divide by 4, and subtract this quotient from the product. 
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To Divide by 10, 100, 1,000 Etc —Move the decimal places to 
the left as many points as there are O's in the divisor. 

To Divide by 25, 50, 75, Etc.— To divide by 25, divide by 100; 
then multiply by 4. To divide by 50, divide by 100 ; then multiply 
by 2. To divide by 75, divide by 100; then increase the quotient 
by % of itself. 

Casting Out 9’s in Division.— Find excesses of 9’s in the divi- 
dend, divisor, quotient, and remainder. Excesses in dividend 
should equal excesses in remainder plus excesses in product of 
excesses of divisor and quotient. 

IUvstrationr-6i79Z 147 = 46, and a remainder of 31. 

Excesses of 9*s m 6,793 = 7 

« « « " 147 = 3 

« u u a 4gs= I 

“ “ “ “ 31=4 

3X1 = 3 
Excesses of 9’s in 3 = 3 

4 + 3 = 7 


DECIMAL EQUIVALENTS OF FRACTIONS 


1/64 .. 

.. .0156 17/64 ... 

. ,26562 33/64 . 

.. .5156 49/64 

... .7656 

1/32 .. 

.. .0312 9/32 ... 

.28126 17/32 .. 

. .5312 25/32 

... .7812 

3/64 .. 

.. .0468 19/64 ... 

.29687 36/64 .. 

.. .5468 51/64 

... .7968 

1/16 .. 

.. .0625 6/16 ... 

. .3125 9/16 .. 

. .5625 13/16 

... .8125 

5/64 .. 

.. .07812 21/64 ... 

.32812 37/64 .. 

.. .6781 63/64 . 

... .8281 

3/32 .. 

.. .0937511/32 ... 

.34375 19/32 .. 

.. .5937 27/32 

... .8437 

7/64 .. 

.. .10937 23/64 ... 

.35937 39/64 .. 

.. .6093 55/64 

... .8593 

1/8 .. 

.. .125 3/8 ... 

.375 5/8 .. 

.6250 7/8 . 

... .8750 

9/64 .. 

.. .14062 25/64 ... 

. .39062 41/64 .. 

.. .6406 57/64 . 

... .8906 

6/32 .. 

.. .15625 13/32 ... 

. .40626 21/32 .. 

.. .6662 29/32 . 

... .9062 

11/64 .. 

., .1718727/64 ... 

. .4218743/64 .. 

. .6718 69/64 . 

... .9218 

3/16 .. 

.. .1875 7/16 ... 

. .4376 11/16 .. 

. .6975 15/16 . 

... .9375 

13/64 .. 

.. .20312 29/64 ... 

, .46312 45/64 .. 

.. .7031 61/64 . 

... .9531 

7/32 .. 

.. .2187516/32 ... 

, .46876 23/32 .. 

.. .7187 31/32 . 

... .9687 

15/64 .. 

.. .23437 31/64 ... 

. .48437 47/64 .. 

.. .7343 63/64 . 

... .9843 

1/4 .., 

.. .26 1 1/2 .... 

.60 3/4 

.. .7600 



RATIO AND PROPORTION 

The ratio of one number to another is the quotient obtained by- 
dividing the first by the second. The ratio is expressed either as 
a fraction, as %, or by a colon between the numbers as 2 ; 3. 

"When two ratios are equal in numerical value, they form a 
proportion. For example, 2 : 3 = 8 : 12. The extreme terms, 2 
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and 12, are called extremes. The second and third terms are called 
the means. Given any three terms of a proportion the fourth can 
readily be found. The rule for dividing a number in proportion 
to a given senes of numbers is to divide the number by the sum of 
the numbers in the series and then multiply the quotient by each 
number of the series. Practical applications of ratios and pro- 
portions are frequently found in business. One of the most 
common is in the distribution of net profits among partners. 

Example. A partnership has net earnings for the year amounting to 
$136,500 which is to be distributed among the three partners in the ratio 
of 2, 3j 8. 

The sum of this series is 13. 

Dividing $136,500 by 13 gives $10,600. 

Multiplying by the numbers in the series the dis- 
tribution of profit is as follows* 

2X 10,500=$ 21,000 
3 X 10,600= 31,500 

8 X 10,500 = 84,000 

Total .. $136,500 

SLIDE RULE 

Its Use. — ^By the use of the slide rule various calculations such 
as percentages, multiplication, division, etc., can be solved with a 
minimum of mental effort and in less time than is possible with 
the ordinary methods of performing such computations. A manual 
of instructions accompanies every slide rule and in it will be found 
complete diagrams and full explanations permitting the operator 
to perform all manner of computations. The 10-inch slide rule 
gives results which are accurate to 3 or even 4 significant figures. 
The use of a 20-inch rule will give a higher degree of accuracy. 

The Merchant’s Slide Rule. — ^For the business man who is not 
interested in the computations of problems necessary for the engi- 
neer or technical man, a special merchant’s slide rule has been 
devised by Keuffel & Esser Co., of New York. The operation of 
the merchant’s slide rule does not require a special knowledge of 
mathematics other than that of decimal fractions, even though 
the principle on which the slide rule operates is based on the theory 
of logarithms. 

The merchant’s slide rule is double-faced with four scales on 
the face of the rule designated DF, CF, C, and D, as shown below, 
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and two scales Cl and D on the reverse side. As nearly all com- 
putations may be performed on scales C and D, a description of 
these only will be given here. 


eao 35 



Multiplication. — ^The use of the slide rule for multiplication 
can be shown by the following example. Multiply 24 by 35. Set 
the figure 1 at the extreme left of the movable scale C on 24 on 
the fixed scale D. Next move the slide along scale C until the 
hair line is directly over 35 on scale C. Read the result directly 
underneath on scale D. It will be found to be 840. By one setting 
24 may be multiplied by an indefinite number of multipliers pro- 
vided that they can be set on scale C. When the multiplier on 
scale C no longer appears opposite a number on scale D, it becomes 
necessary to set the figure 1 at the extreme right of the movable 
slide C on 24 on the fixed scale. Then proceed as before. A special 
device is employed on this type of slide rule which obviates the 
need for this change. 

Division. — ^The use of the slide rule for division can be shown 
by the following example. Divide 725 by 25. Set the slider over 



the dividend 725 on scale D. Then bring the divisor 25 on scale C, 
to coincide with the dividend 725 on scale D. Read the number 
on scale D directly under the figure 1 on scale C. In this illustra- 
tion the quotient is 29. It will be noted that the numbers begin- 
ning at the left of scales C and D may be read as 10, 11, 12, and so 
on, or they may be considered as 1.0, 1.1, 1.2. The ordinary rules 
for decimal points will determine this. 
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PROGRESSIONS— ARITHMETICAL AND GEOMETRICAL 

Arithmetical Progressions. — ^A progression is a sequence of 
terms which proceed according to some fixed law. An arithmetical 
progression is a sequence of numbers, the difference between any 
two consecutive terms of which is constant. Thus 3, 6, 9, 12, 15, 
etc., is an arithmetical progression, the difference between any 
two consecutive terms being 3. In an increasing arithmetical pro- 
gression the difference is positive, and in a decreasing one it is 
negative. If we represent the first term by a, the common differ- 
ence by d, the number of terms by n, and the last term by an 
arithmetical progression by I, then the last term can be found 
from the formula: 

Z = a + in — l)d 

The sum of the terms in such a progression is obtained by 
means of the formula: 

When any three of the factors of an arithmetical progression 
are known, the others may be foimd by use of the two formulas. 

Example. To find the sum of 7 terms of the arithmetical progresaon 
7, Ifi, 23, 31, etc. 

Substitute iu the formulas abovei, 

0=7, d=8, n = 7; 1 = 7+ (7— 1)8, 

Example, Fmd the total interest to be paid by a corporation on its 
issue of 5% serial bonds totaling $750,000, of which bonds m the amount 
of $25,000 are to be retired semiamiu^y. 

n — number of retirement periods 
a = first semiannual mterest payment 
Z = last semiannual interest payment 

Substituting the above in the formula S ’ 

30(18,750 4-625) 

^ 2 

_ 30 X 19,375 
2 

= $290,625 

The total mterest paid on the bonds is therefore $290,625. 


= 30 
= $18,750 
= $625 
^ n(a 4- Z) 
2 
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Geometric Progression. — geometric progression is a se- 
quence of terms in which each term except the first is obtained by 
multiplying the term immediately precedmg by a fixed quantity 
known as the geometric ratio. Thus 6, 18, 54, 162 is a geometric 
progression with a ratio of 3. As before, let a represent the first 
term, I the last term, n the number of terms, and r the ratio, then 
formula for last term of a geometrical progression becomes: 

I = ai^ 

The formula for obtaining the sum of the terms is the following: 

nr" — a rl~ a 
or 


r — 1 r — 1 

The use of such a formula is shown in the following illustration: 
Find the sum to 6 terms of the geometrical progression: 3, 6, 12, 
24. Substituting the values in the formula results in 


. 3(2)«--3 192-3 


2 — 1 


= 189 


AVERAGES— TYPES 

Definition. — ^An average is a number which may be considered 
representative of a series of numbers. It is frequently used in 
business as a means for comparing two or more series of numbers 
or groups. There are various types of averages. The four more 
important ones are: 

1. Simple average 3. Moving average 

2. Weighted average 4. Progressive average 

Simple Average. — simple average is an arithmetical mean 
and is obtained by adding together the units in the series and 
dividing the sum by the number of units. 

Example. A problem illustrative of the method of finding a simple 
average frequently met with in business is to find the average profits of 
a concern for a given number of years, say from 1930 to 1934, inclusive: 


Year Net Profit 


1930 $ 82^ 

1931 61,200 

1932 58,000 

1933 86,600 

1934 94,000 


Total $382,100 

Average is — =$76,420 
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Weighted Average. — weighted average is necessary where 
the values entering into the computation differ in character in two 
or more ways. 

Example. What is the average salary paid to the office staff ? 


No. of 

Yearly 


Individuals 

Salary 

Total 

12 

$ 1,800 

$21,600 

6 

900 

5,400 

5 

2,400 

12,000 

7 

3,000 

21,000 

2 

4,200 

8,400 

3 

5,000 

15,000 

1 

7200 

7,200 


$24,500 

$90,600 


The simple average of the yearly salary would be $24,500 ~ 7 = $3,500. 
This is absurd. The correct solution is obtained by dividmg $90,600 by 
36, which gives $2,516.67. 

Moving Average. — moving average is obtained by taking 
the simple average of a group of terms. Then the first term of 
this group is dropped, a new term is added, and a simple average 
is again obtained of the new group of terms. This process is con- 
tinued until the entire series of terms has been exhausted. The 
number of terms in each group averaged must always remain 
the same. 

Moving averages are used with best success in industries where 
there are no seasonal fluctuations. The example that best illus- 
trates a moving average is that of obtaining the average monthly 
sales over a period of years. 

Example. The following figures represent the monthly sales of a con- 
cern for a 2-year penod expressed in round numbers: 


1933 1934 1933 1934 

Jan $12,000 $17,500 July $12,500 $19,000 

Feb. .... 11,500 16,000 Aug 14,000 19,500 

Mar 11,700 17,000 Sept 15,000 22,000 

Apr 12,000 18,000 Oct 16,000 26,000 

May 11,000 18,500 Nov 16,500 27,000 

June . 13,000 19,000 Dec. . . 18,000 30,000 


^ Taking the year as the basis, first find the average for the 12 months, 
* January to December 1933, which amounts to $13,600 Next find the 
average for the 12-month period, February 1933 to January 1934 That 
is, January 1933 is dropped from the computation, while January 1934 is 
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included. The average is then found to be $14,058.33. This process is 
continued, each tune 1 month being dropped at the beginning and one 
added at the end of the yearly period, until December 1934 is mcluded. 
The following senes is the result: 


Period (dates inclusive) 

Moving 

Average 

Period (dates inclusive) 

Moving 

Average 

Jan. 

1933-Dec. 

1933 

$13,600.00 

Aug. 1933— July 

1934 

$17,04167 

Feb. 

-Jan. 

1934 

14,058 33 

Sept. “ —Aug 

it 

17,50000 

Mar. 

« —Feb. 

tt 

14,433 33 

Oct. “ —Sept. 

tt 

18,083 33 

Apr. 

“ — Mar. 

a 

14,875 00 

Nov. " -Oct. 

tt 

18,916.67 

May 

« -Apr. 

tt 

15,375.00 

Dec. " — Nov. 

tt 

19,791 67 

June 

" —May 

« 

16,000.00 

Jan. 1934— Dec. 

tt 

20,791.67 

July 

" —June 

u 

16,500.00 





Progressive Average. — progressive average differs from a 
moving average in that a simple average of the jSrst two terms 
of a series is first obtained; then a simple average of the first three 
terms is obtained and so on. Each time the simple average is 
taken of one more term than the preceding time until a final 
simple average is obtained of all terms in the series. A progressive 
average tends to smooth over peaks and depressions and to make 
the result appear to be more uniform than the conditions warrant. 

Example, The following table shows the progressive average for the 
data given in the precedmg illustration. The first average is for the first 
2 months of 1933, and the following averages are secured by including an 
additional month each tune. 


Jan. 1933— Feb. 1933... 

Progressive 

Average 

$11,750.00 

Jan. 1933— Feb. 1934 

Progressive 

Average 

$14,050 00 

tt 

tt 

— Mar. 

it 

11,733 33 

tt 

tt 

— Mar. 

tt 

14,24667 

tt 

tt 

— ^Apr. 

tt 

11,80000 

tt 

tt 

—Apr. 

tt 

.. 14,48125 

tt 

tt 

— May 

tt 

11,64000 

tt 

tt 

— May 

tt 

14,71765 

<e 

tt 

—June 

(( 

11,86667 

tt 

tt 

— June 

tt 

14,955 56 

tt 

tt 

—July 

tt 

11,957,14 

tt 

tt 

—July 

tt 

.. 15,16842 

tt 

tt 

—Aug. 


12,212 50 

tt 

tt 

—Aug. 

tt 

. 15,38500 

tt 

tt 

— Sept. 

tt 

12,52222 

tt 

tt 

—Sept. 

tt 

15,700 00 

tt 

tt 

-Oct. 

C€ 

12,87000 

tt 

tt 

— Oct 

tt 

16,254 55 

tt 

tt 

— ^Nov. 

tt 

13,200.00 

tt 

tt 

— ^Nov, 

tt 

, 16,639.13 

tt 

tt 

—Dec. 

tt 

13,600 00 

tt 

tt 

—Dec. 

tc 

. 17,195.83 

tt 

tt 

—Jan. 

1934.!." 

13,900,00 






AVERAGING ACCOUNTS 

Averaging accounts is the process of finding a single date when ’ 
settlement of an account, consisting of several items due at differ- 
ent dates, may be made without loss of interest to either party to 
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the transaction. The equated date is the due date or date of 
settlement as determined by averaging the accounts. 

The focal date is the assumed date of settlement for the purposes 
of computing the equated date. The focal date may be any date 
in the account, but it is usually more convenient to use the earliest 
or latest date. 

To Find the Equated Date of a One-Sided Account. — ^Take 
the following illustration from the books of a company. 

Days to Day 

Amount Terms Due Date Focal Date Dollars 

Feb. 10 S 600 30 days Mar. 12 38 $22,800 

Feb. 18 1,550 60 « Apr. 19 — — 

Mar. 8 920 30 Apr. 7 12 11,040 

$3,070 $33,840 

This account might have been settled on March 12, April 7, and 
April 19, but the debtor finds that he is unable to meet the account 
due March 12 and promises the creditor that he will anticipate 
one or both of the other two items so that the creditor will not 
have lost anything. Or again, it may be necessary to find the 
average date m order that interest may be computed on the 
balance instead of on the individual items in the account The 
problem is to determine the date that payment can be made in 
order that the account may be settled equitably between the inter- 
ested parties. 

To solve this problem take the latest date, April 19, as the focal 
date. Determine the number of days to the focal date as shown. 
Multiply the amount by the number of days to obtain the day 
dollars. The sum of day dollars, 33,840, divided by the total 
amount due in the account, $3,070, gives 11 days. This is the 
number of days back from the focal date to the equated due date 
to be found which is, therefore, April 8. 

Averaging Compound Accounts. — Compound accounts con- 
tain both debit and credit items, and when there are several items 
on each side, the computation becomes a trifie more complex but 
the principle remains exactly the same. 

1. Choose a focal date, using the same one for the debit and the 

credit side. 

2. Fmd the number of days from the due date of the account to the 

focal date. 
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3. Compute the day dollars. 

4 Fmd the balance of the account. 

5. Find the difference m the day dollars, debit and credit. 

6. Divide item 6 by item 4. 

7. If the difference m the day dollars, debit and credit, is on the same 

side of the account as the balance of the account, count the 
number of days backward from the focal date When the bal- 
ances are on opposite sides, count the days forward from the 
focal date. 

Illustrations of Averaging Compound Accounts. — ^Follow- 
ing are two examples to illustrate the operation of the rules set 
forth above. 


Merchandise was purchased as follows: 



May 28 

June 6 

June 17 

June 28 


• 

$l^n/60 

2,350 n/60 

3,100 n/SO 

1,600 n/30 


Payments were made as follows: 





July 17 

July 23 



S2,000 

1,800 


Find the equated due date. 





Debit 



Credit 


Due 

Date 

Days to 

Amount Focal Date 

Day 

Dollars 

Date 

Paid 

Days to 

Amoimt Focal Date 

Day 

Dollars 

July 17 .. 
July 27.., 
July 28... 
Aug. 5. . . 

... $3,100 19 

.... 1,500 9 

1,600 8 
.... 2,350 — 

$58,900 

13,500 

12,800 

July 17... 
July 23... 

... $2,000 19 

. . 1,800 13 

$38,000 

23,400 


$8,550 

3,800 

$85,200 

61,400 


$3^800 

$61,400 


$4,750 

$23,800 





Dhdding 23,800 by 4,750, gives 5 days, from the focal date, August 5, 
which makes July 31 as the equated due date. Proof: 



Debit 




Credit 


Date 

Amount 

Days to 
July 31 

Day 

Dollars 

Date 

Paid 

Amount 

Da 3 rs to 
July 31 

Day 

Dollars 

July 17.. 

.... $3,100 

14 

$43,400 

July 17... 

.. $2,000 

14 

$28,000 

July 27 , 

.. . 1,500 

4 

6 000 

July 23 .. 

... 1,800 

8 

14,400 

July 28 . 

.... 1,600 

3 

4 800 

July 31 .. 

... 4,750 



Aug. 5.. 

.... 2,350 

$8.550 

5 disc. 

54,200 

11,750 

$42,450 


$8,550 


$42,400 


The fact that the amount due on August 6 would be paid in advance 
makes it an item of discount and consequently affects the account in the 
same manner as a credit does. 
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As illustrative of the second type of problem take the same data as in 
the foregoing example with the exception of the payments which are as 
follows; 



July 17 

. .... 


S3, 000 



July 25 

• • . • < 


1,600 



July 27 




2,040 



Debit 



Credit 


Due 

Days to 

Day 

Date 

Days to 

Day 

Date 

Amount Focal Date 

Dollars 

Paid 

Amount Focal Date 

Dollars 

July 17 .. 

... $3,100 19 

$58,900 

July 17 .. 

.. $3,000 19 

$57,000 

July 27 .. 

... 1,500 9 

13,500 

July 25. . 

... 1,600 11 

17,600 

July 28... 

.. 1,600 8 

12,800 

July 27. . 

... 2,040 9 

18,360 

Aug. 5 . . . 

... 2,350 — 

— 





$8,550 

$85,200 


$6,640 

$92,960 


6,640 



• 

85 200 


$1,910 




$ 7,760 


In this instance the balance in day dollars is on the credit side while 
the balance in the account is debit. 

7,760 -^1,910 = 4 days 

As the fractional part is less than half a day, it may be dropped. Smce 
the balance of the day dollars is on the credit side while the balance of 
the account is a debit, we count 4 days forward from the focal date and 
arrive at August 9 as the equated due date. Proof: 

Debit Cebdit 


Due Days to Day Date Days to Day 

Date Amount Aug 9 Dollars Paid Amount Aug 9 Dollars 


July 17 $3,100 23 $ 71,300 July 17 $3,000 23 $ 69,000 

July 27 1,S00 13 19,500 July 25 1,600 15 24,000 

July 28 1,600 12 19,200 July 27 .. 2,040 13 28,520 


Aug. 5 2,350 4 9,400 Aug. 9 1,910 — — 

$8,550 $119,400 $8,550 $119,520 

The difference of 120 day dollars out of a total of 119,400 shows that 
the fractional part over 4 days which was dropped was negligible. 


SOURCES AND CHARACTER OF SURPLUS 

Earned Surplus. — ^The surplus of a corporation is the excess of 
the book value of its assets over the sum of the liabilities to credi- 
tors and capital stock. It is either earned or capital surplus. 
Earned surplus consists of the accumulated profits which the 
corporate directors in their discretion have not seen fit to dis- 
tribute in dividends to the stockholders. It may be free, that is, 
subject to disbursement in dividends or it may be reserved or 
appropriated for various corporate purposes. 
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Capital Surplus. — Capital surplus is that arising from any or 
all other sources than earnings. To all intents and purposes it is 
a part of the permanent investment of the corporation but not 
from the viewpoint of the law, as only the capital stock is recog- 
nized as such. The law in a number of states permits the declara- 
tion of dividends from capital surplus. However, a company may 
be barred from taking advantage of this law by a charter pro- 
vision permitting dividends only from earnings. 

The ordinary sources of capital surplus are as follows: 

1. Paid-in surplus 

(a) Gifts of assets to the corporation 

(b) Sale of stock 

(1) Par stock at premium 

(2) No-par stock with stated value 

(3) No stated value stock 

(c) Donation of stock 

(d) Profit on stock 

(e) Stock assessments 

(f) Cancellation of indebtedness 

(g) Forfeited subscriptions 

(h) Reduction of capital 

2. Other sources 

(a) Surplus from appreciation 

(b) Surplus from a merged company 

(c) Surplus in consolidation 

(d) Surplus in a holding company 

(e) Surplus in reorganization of solvent corporations 

(f) Surplus in reorganization of insolvent concerns 

(g) Surplus of a recapitalized corporation 


STATEMENT OF SURPLUS— FORM AND USE 

This is a schedule supporting the surplus item or items of the 
balance sheet, showing the detail of all entries affecting the surplus 
account made during and at the close of the current period. It is 
particularly desirable when the statements are prepared for in- 
ternal use, though it is frequently included, along with the 
balance sheet and income statement, in reports to stockholders 
in more or less summarized form. 

Simple Surplus Structure. — ^In the case of a simple surplus 
structure, limited to unappropriated earned surplus, the surplus 
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CANADA DRY GINGER ALE, INCORPORATED 

AND SUBSiDIARy COMPANIES 

Stifiunaxy of Consolidated Earned Suiplns foe the Yeats Ended September 30^ X533 
and X931, and Comparison 


The Balance at the Beghinuig of the Period was 

Additions: 

Net Income for the Year 

Adjustment of working capital resulting from appreciation 

of Canadian exchange since Septemoer 30, 1931 

Adjiistment of Reserves for D^reoation 

Unclaimed wages of pnor years • 

Total 

Dednerions: 

Dividends Declared Paj^ble in Cash 

Federal and Canadian income Taxes of Pnor Years 
Provision for Reserve to Reflect Shrinkage in market Value 

of Investment Secunties . 

Wnte-down of the Book Value of Delivery Cases, and 
Write-off of Improvements to Leased Properties and 
Electnc Signs and Display Racks . 

Wnte-off of Capital Surplus Charges in Excess of Capital 

Surplus Credk . 

Provision for Reserve for Future Property Adjustments 
Miscellaneous . . .... 

Thu ^nia tea m Jupetd awAnuiy ud t^mpmnU, Mttond tmt 
pbcMe M pnttdtM yt4r, *it 

Total Deductions 

Baned Surplus at End of the Year 

XttTtmtHig At ttamultttd Mmmif rf At ampmStt ^Utr Mtuung Andaid/ tni 
M tmtr tmui nrptmt A^rtit 


Year Ended September 3D 


1933 

$4,527,336 38 

1932 

$4,699,38301 

iBCtease 

Dtenaae 

f mjMtt 

457,087.69 

423321.61 

33366.08 

33,68073 

477,91603 

8,25102 

10,59970 

23,08103 

477,91603 

835102 

$5,504,27185 

$5,13330432 

$ 370,46753 

$ 507,959 00 
50,548 27 

$ 605,204,40 

1 97^4540 
50,54827 

303,160.06 


.303,16006 

423,30418 


423,304.18 

III 

1;26554 

4139230 

1331955 

7,49800 

$1,348^90 $ 606,46794 

$ 741,87696 

$4,155,92695 

$4,52733638 

$ 371,40943 


SummatjT of Consolidated Capital Surplus for the Year Ended S^tember 30^ 1^33 

Capital Surplus Credit— Reduction of Capital Stodk from 

Stated Value to Shares of $5.00 Each $733,311.00 


Capital Surplus Charges: 

Write>down of Gross Book Values of Properries . ... 

Less Corresponding Reduction m Depreciation Reserves, 
Representing Drareciation Previously Provided on the 
Excess of Cost Over Revised Book Values of Proper- 
ties 

Remainder — ^Reduction of Net Book Values of Prop- 
erties to Adjust to the Basis of New Price Levels . 
^Ite-down of treasury stock from cost to market value. . 
^vision for reserve for obsolete bottles .... 


$572,347.04 

141,70582 


$430,64122 

308,609^20 

35,352A8 


Total capital surplus charges «... $774,603 30' 

Excess of Capital Surplus Charges Over Cttdi^— Transferred ' “ 

As Charge Against Earned Surplus $ 41,29230 
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statement may start with the amount at the close of the previous 
period, then show any adjustments of this amount for prioi 
periods, next the debits and credits for the current period, the 
net profit or loss transferred to it, and finally all dividends de- 
clared and other appropriations made from it. The balance will 
be the amount of free surplus. 

More Complicated Surplus Structure. — ^In the case of a more 
complicated surplus structure including capital, appropriated 
earned surplus, and unappropriated earned surplus, one statement 
may cover all three items, or separate statements may be given for 
capital and for earned suiplus, the latter including both the ap- 
propriated and the unappropriated earned surplus. Most changes 
will ordinanly appear in the earned surplus statement. 

As published in annual reports the surplus statement assumes 
various forms, though basically they are all the same. The pre- 
ceding page shows the statements for earned and for capital sur- 
plus of Canada Dry Ginger Ale, Incorporated. 


DIVIDENDS— THEIR VARIOUS FORMS 

Corporations declare dividends in various forms, as follows: 

1. A cash dividend is payable in cash. The term "dividend,” when 

not qualified in some way, refers to a cash dividend. 

2. A property dividend is payable m some kind of property other 

than cash. It may be m mvestment securities, merchandise, 
real estate, or whatever else is designated in the minutes. Usu- 
ally it consists of mvestment securities because of their divisible 
nature. 

3. A bond dividend is paid in the company's own bonds. 

4 A scrip dividend is paid in "scrip,” i e., promissory notes, usually 
interest-bearing. This kind of dividend is sometimes declared 
by corporations desirmg to continue dividend payments even 
though cash funds are temporarily tied up. The scrip may be 
payable at a specific date or at the option of the company. 

5. A stock dividend is paid in treasury stock or unissued stock of 

the paying corporation. 

6. A liquidating dividend is fundamentally different from the peri- 

odic dividend. The cash, property, scrip, and stock dividends 
represent the distribution of surplus to the stockholders. A 
liquidating dividend represents the transfer of the corporate 
assets in repayment of the stockholder’s investment and hence 
is charged against the capital stock account. 
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CONTROLLING FACTORY PRODUCTION 

In any process of production it is necessary to plan in advance, 
but planning is of little value unless there is subsequent control 
to make certain tha*^ these plans are followed. Production control 
methods must be developed to fit the needs and conditions found 
in each individual plant. Any method used should be flexible and 
provide for taking care of breakdowns and other contingencies 
likely to happen in the shop. 

The elements which enter into production control, as given in 
the “Cost and Production Handbook,” are as follows: 

1. Demand, A knowledge of what to make, the quantity and size of 

each product to make, and the time m which to make it or to 
meet variations in demand. 

2. Product analysis. An analysis of the products so as to determine 

their component parts and the materials required for the manu- 
facture of them. 

3. Material control. Complete up-to-the-minute knowledge of the 

amount of material on hand in the storeroom, the amount on 
order but not delivered, the amount appropriated or reserved 
for defimte manufactunng orders, and the amount available 
for future manufacturmg orders. 

4. Routing. The determination and the assignment of sequence of 

operations, of the standard time required for each operation 
and of the place at which each operation should be performed. 
6. Scheduling, Scheduling is the determination of the relative time 
at which each operation or event in connection with manu- 
factunng will occur. 

6. Dispatching. Dispatching is the rdeasing of work and the direct- 

ing of its movements in accordance with the route and schedule 
laid down for it. 

7. Time study, Basic and underlsdng all economical manufacturmg 

is time study work which in its broad meaning includes job 
standardization. 


FACTORY STOCK RECORDS 

The proper control of inventories demands a modern system of 
record procedure known as the perpetual inventory, which consists 
of keeping a running record of the various items of materials and 
goods kept in stores. 

Perpetual Inventory Form. — ^Many different forms are in use 
for a continuous record of stores- The form below is designed to 
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obviate certain diJOficulties in pricing which are liable to occur when 
some of the ordinary forms are used. Amounts received are 
brought into the “amount received'^ column and carried over and 
added to the previous balance in the “amount on hand” column. 
The price per unit of the amount received is entered in the “price 
per unit” column. Entries for succeeding receipts of material are 
similarly entered. When material is issued on requisition, the 
amount is entered in the “amount issued” column, and deducted 
in the “amount on hand” column. The price of valuing the ma- 
terial issued is taken from the “pnce per unit” column of the first 
line not checked in the second “Ck.” column. This process is con- 


STOCK RECORD 

Date 

19- 

Amount 

Received 

Ck. 

H 

Amount 
on Hand 


Ck. 

Order 

No. 

Date 

4/7 

ZOO. 00 

"/ 







V/r 

300.00 

B 

2S 

so 0.00 



furSS4 








D 

R.25 

3/fZ 





200.00 

zoo . 00 

m 

R.3B 

3/zo 






































tinued until the first amount is exhausted, after which the price 
is taken from second unchecked line in the “price per unit” column, 
and so on. 

Keeping the Stores Record. — Stores or Raw Materials ac- 
count in the general ledger is charged with stock purchased at 
end of each month, and credited with all materials withdrawn 
from stock, and it is essential to secure coordination between the 
stores records and the general ledger account. The stores records 
are kept sometimes in the stores department; sometimes in the 
planning department. The danger lies chiefly in lack of coordina- 
tion between the person responsible for the stores inventory and 
the accountant responsible for the accuracy of the general ledger. 
The requisition on which material should be withdrawn from the 
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storeroom should show quantity of stock withdrawn, what account 
IS to be charged, and to what department it is to be delivered. 
Here pncing is necessary and discrepancies arise because the 
pricing may be done wrongly. If so, the credit to Stores or Raw 
Materials account in the general ledger is also wrong, and the 
balance of this account no longer represents true value of stores on 
hand. Much depends upon the designing of the store record form 
and also upon the instructions drawn up for its use, especially the 
latter. 


MATERIALS CONTROL IN FACTORY PRODUCTION 

Need of Materials Control. — ^Lack of adequate control of 
matenals, resulting in an unbalanced stock with its accompanying 
evils, is frequently a weak spot in an otherwise strong organiza- 
tion. Valuable material taken from stores without authority or 
record of how the material is used not only results in a waste of 
capital but tends to undermine the morale of the working force. 
The remedy for such conditions is an adequate system of material 
control — from the determination of materials required to the 
issuance of materials upon requisition to the proper person and 
the accounting of goods issued to the production order. 

Essential Steps in Control. — Following steps in the order 
given are essential to the adequate control of materials: 

1. Purchase requisition made out by authorized person. 

2. Purchase order wntten by purchasmg department and copy sent 

to the controller’s department, to the receiving room, and to the 
stock ledger clerk. 

3. Materials received, checked against purchase order as to condi- 

tion and quantity and inspected as to quality to see that they 
fully meet the specifications under which they were purchased. 
Defective material tags attached to such portions as do not pass 
inspection and reports sent to purchasmg agent for adjustment. 

4. Accepted matenals sent to storeroom and there placed in proper 

location. Entries made on bin tag and on stock ledger. 

6 Materials issued on authorized reqiusitions. Deductions made on 
bin tag and on stock ledger. Record of materials issued sent 
to cost division for purpose of cost allocation. 

6 Materials received in storeroom from manufacturing orders (after* 
processmg and inspection). 
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7, TJnusod materials and materials received from other sources than 

through the purchasmg department should be inspected, placed 
in proper location in storeroom, entries made on bin tag and on 
stock ledger and notice sent to the cost division so that proper 
entnes may be made. 

8. At mtervals physical check of materials on hand against stores 

records. 

PURCHASE CONTRACT 

The two generally recognized forms of purchase contract are: 
(1) a blanket contract usually covering a large quantity of raw 
materials or supplies for which no definite delivery dates are sched- 



uled, or if scheduled, extending over a long period of time and 
more or less subject to special conditions arising from time to time ; 
and (2) a single purchase order contract covering a particular 
purchase and originating from a purchase requisition (see illus- 
tration above). 

The single purchase contract growing out of a purchase requisi- 
tion on which bids were obtained is the usual purchase order form. 
This type of purchase order can also be used to give the delivery 
and shipping directions for the periodic shipments required on a 
blanket purchase contract. 
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Every purchase order should include the following: 

1. Name of the vendor to whom the order is given, 

2. A descnption of the goods desired, 

3. The quantity and units of goods wanted. 

4. The price to be paid, mcludmg tenns of payment, etc. 

6 When dehvery is to be made. 

6. Shipping directions. 

7. Any special identification marks for packages. 

8. Any special conditions or references not wntten out in detail in 

ihe order. 

9. The signature of the purchaser representmg the company. 


TIME STUDY IN FACTORY PRODUCTION 

The purpose of time study and job standardization in manufac- 
turing is threefold: (1) to determine the one best way of doing a 
task and the proper elapsed time for doing the task in the one 
best way; (2) to secure better and more accurate control in plan- 
ning; (3) to serve as a basis for the setting of fair and adequate 
wage rates. 

Time study divides itself into the following, according to the 
^'Cost and Production Handbook”: 

Preliminary. — ^Recording and analyzing existing conditions as 
to process, equipment, arrangement, material handling, etc., to 
determine whether best and least fatiguing methods are being 
used. 

Collection op Data. — ^Breaking down operation into elemen- 
tary operations or motion elements. 

Analysis. — Critical study of these ^'elements” discarding those 
that are useless and inefficient, and improving others until they 
are best obtainable. This step includes improvement of methods, 
tools, and location of parts. It usually involves study of motions 
and time alternately. 

Synthesis. — ^Putting together these improved “elements” into 
best combination, and fixing their base times. 

Allowances. — ^Determining allowances for necessary delay 
and for fatigue. 
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Write-up. — Standardizing all findings by reducing them to 
some form of written standard practice Drawing up detailed 
instructions covering tools necessary, elementary operations in- 
volved in detail and in proper sequence with time allowed for each. 

Rate-Setting — Determining proper wage rate and incentives. 

Application. — ^Training workman to perform task in manner 
and time set. 

Control of Conditions. — ^Maintaining requisite working con- 
ditions, equipment, and supply of material. 


WAGE SYSTEMS AND INCENTIVES 

To the average workman the question of wages is of the first 
importance in his relationship with his employer. If the wages 
are not “right,'' he becomes discontented and a high rate of labor 
turnover results. Vanous forms of wage systems have been de- 
vised to meet this problem, of which the following are the most 
important as given in the “Cost and Production Handbook.” 

Day Rate. — ^The oldest and simplest method of wage payment 
and the one in most general use is the day rate plan whereby the 
employees are paid a definite sum per hour, day, or week, irrespec- 
tive of the amount or quality of the work turned out and the 
general eflBlciency of the worker. Executives and supervisory posi- 
tions almost invariably are paid by the year or by the month, 
clerks and other oflSlce help generally are paid by the week, and 
manual workers by the hour. 

Piece Rate. — Piece rate is the oldest and most common pro- 
duction payment method. Under this wage plan the worker is 
paid a fixed rate per unit produced with no day wage guaranteed. 
In order that a system of piece work payment can be made effec- 
tive it is essential that piece rates be set only after careful study 
of all influencing factors so that the rates once set will not have to 
be revised. Rates should only be revised where there is a change 
made in the machinery, tools or equipment or the materials used, 
or in the methods, processes, or design of product. 

Halsey Premium Plan. — ^The Halsey premium plan provides 
a standard time for performing a given job with a definite per cent 
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of all time saved given to the worker as a reward for completing 
the task in less time than the standard set. The hourly wage is 
guaranteed for all time put in irrespective of output. If the 
worker completes his task in less than the standard time he receives 
his hourly wage for each hour worked and, m addition, a definite 
proportion of the savings between the actual and standard in cost 
of direct labor. 

Rowan Premium System. — ^The Rowan premium plan is sim- 
ilar to the Halsey plan in that it guarantees an hourly wage for 
all hours put in and that the standard time set is based upon 
records of past performance and not upon scientific study. It 
differs in that instead of giving the worker a fixed percentage of 
all time saved, it adds to his actual working time a percentage of 
his actual time equal to the percentage of reduction which the 
worker has made on the standard time. 

Taylor Differential Piece Rate System. — ^The Taylor differ- 
ential piece rate plan provides for standards scientifically set. In 
order to furnish a strong incentive to the ambitious and skillful 
worker a high piece rate is set to be paid to the workers who 
achieve an output equal to or greater than the standard. Sim- 
ilarly, inefficient workers are penalized by being paid a lower piece 
rate when their output falls below the standard. 

Gantt Task and Bonus Plan. — ^Under this plan the workman 
is guaranteed a minimum day rate even if he fails to accomplish 
the task set. If he meets or exceeds the task he is given his 
hourly rate for the time allowed for a task plus a fixed percentage 
of that time as bonus. The bonus may be anywhere from 20% 
to 50% of standard time, depending upon the nature of the work 
and the amount of incentive required to insure best efforts on the 
part of the workers. 

Emerson Bonus System. — ^Under the Emerson bonus system 
a day rate is guaranteed with a bonus on a graduated scale paid 
according to production efficiency. The salient points of the plan 
are; 

1. Day rate guaranteed. 

2. The standard times allowed are determined after a careful time 

and motion study of the operations under actual production 
conditions. 
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3. A bonus is paid after 66%% of the standard has been attained. 

4. The worker is paid for the actual time spent on the task plus his 

bonus percentage of that time 

5. The worker's bonus is calculated for a pay penod and not for 

each separate job 


COMMON AILMENTS OF INDIVIDUAL BUSINESS 

Gilman (‘^Analyzing Financial Statements*’) lists the following 
eight common ailments of business: 

1. Overinvestment m receivable — ^an outcome of a too liberal credit 

policy or lax collection effort. The ailment frequently results 
from a timid pohcy m effecting collections caused by the fear of 
losing customers. 

2. Overinvestment in inventones — a result of excessive or unbal- 

anced buymg and carrymg an accumulation of obsolete parts 
or finished goods or materials which have deteriorated. A 
swollen inventory may carry with it grave financial dangers, 
though ordmarily it can be corrected without very much diffi- 
culty, once the condition is recognized. 

3. Overmvestment m fixed assets — a serious situation because it is 

difficult to remedy, and usually occurring durmg penods of 
prosperity. It brings about mcreased costs all along the Ime, 
and calls for a high budget of sales. It often results m a reduc- 
tion of working capital or an increase in bonded indebtedness 
with consequent heavy fixed charges. 

4. Insufficient capital — ^perhaps the most common of all business 

ailments and one which most busmess men seem most willing 
to admit. Often, however, the insufficiency is due to poor busi- 
ness management, 

5. Insufficient sales— -to be studied in relation to plant capacity, the 

state of the particular industry, general business conditions, and 
other fundamental business factors. 

6. Excessive cost of goods sold— resulting in an insufficient margin 

of gross profit. The cure is by tracmg the responsibility for the 
poor results by means of an effective cost system of accounts. 

7. Excessive operating expense— resulting frequently from the diffi- 

culty of controlling sdling and administrative costs, particularly 
the former. 

8. Excessive distribution of dividends — a failure to accumulate suffi- 

cient surplus and reserves and maintain an adequate supply of 
worlmg capital against the various emergencies and contin- 
gencies that may arise in the future. 
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METHODS OF FINANCIAL STATEMENT ANALYSIS 

In analyzing financial statements, some of the methods used 
are designed to throw light on relationships between various 
figures of the same or approximately the same date, while others 
assist in tracing changes in figures from one period to another. 
The following list includes the principal methods of analysis, 
with a brief explanation of each: 

I. Methods for showing relationship between figures of the same date. 

1. Component percentage method, which consists of reducing each 
item of the balance sheet to a percentage of the total assets or 
liabilities, and each item of the income statement to a per- 
centage of sales. 

The following balance sheet illustrates this method: 



1932 


1933 


1934 


Assets : 

Amount 

% 

Amount 

% 

Amount 


Cash 

$ 11,07731 

6 

$ 16,645.76 

7 

$ 9,96133 

6 

Receivables 

66,697.47 

24 

38,09887 

17 

27,66128 

13 

Inventories 

49,930.46 

21 

6036729 

27 

7732631 

36 

Fixed Assets . 

100,67921 

43 

96,22309 

43 

86,686.72 

41 

Other Assets . 

15,178.08 

7 

13,091.68 

6 

10,995.18 

6 


$232,463.02 

100 

$222,426.69 

m 

$213,13122 

ioo 

Liabilities and 







Net Worth; 







Current Liar 







bihties . . . 

$ 16,46989 

7 

$ 9,455.41 

4 

$ 13,693 19 

6 

Net Worth 

215,993 13 

93 

212,97128 

96 

199,43803 

94 


$232,463.02 

100 

$222,426.69 

m 

$213,13122 

i 


2. Deviations from standard method, or comparison of the items of 

the actual statements with the corresponding figures in the 
estimated balance sheet and income statement of a budget, 
which represent the goal set by the management for any period 
taken. 

3. Ratio method, or calculating the ratios or relationships between 

various items within the balance sheet or within the income 
statement or between one item of the balance sheet and one 
of the income statement. These are the familiar financial and 
operating ratios. Analysis may consist of comparing the 
actual ratios with those of companies in the same line of busi- 
ness or with standard ratios, established by averaging on some 
reasonable basis the actual ratios for a number of representa- 
tive concerns in the same line of industry. (See “Financial 
and Operating Ratios in Statement Analysis ”) 
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IL Methods of showing changes in the figures in the statement from 
period to penod: 

1. Increase and decrease method, which presents a balance sheet or 
income statement m comparative form showmg the respective 
increases or decreases for the several items either m amounts 
or percentages, or both. 

The foUowmg balance sheet shows the amount increases and 
decreases: 


Assets: 

Cash 

Receivables 
Inventories 
Fixed Assets 
Other Assets 


1933 1934 Increase Decrease 

$ 22,887.68 $ 11,07781 $ ’ $11,809B7 

53,252.57 55,697.47 2,444.90 

47,52481 49,93045 2,405 64 

101,48478 100,57951 905fi7 

9,90650 15,178.02 5^71 78 

$235,05614 $232,46302 $10,122 32 $12,71544 


LiABiLmES AND Nbt Worth : 

Current Liabilities . $ 20,64057 $ 16,46959 $ 4,17038 

Net Worth 214,41587 215,99313 1,57756 

$235,056.14 $232,463.02 $ 1,57726 $ 4,17038 


2, Trend percentage method, as developed by Gilman in “Analyzing 
Financial Statements,” by which the trend of the various items 
of the statements cover a period of years is indicated by means 
of percentages calculated on the basis of the items for the first 
year of the period taken, which is considered to be 100%. 
Thus, an analysis of the trend of the inventory item for four 
successive years may be represented as 100%, 108%, 125%, 
95%, the item for the second, third, and fourth years being 
figured as percentages of the item for the first year. 


This method of analyzing statements is shown by the following 
balance sheet: 


Trend Trend 

Assets : 1933 Per Cent 1934 Per Cent 

Cash* $ 22 887.68 100% $ 11,07781 48% 

Receivables 53552.57 100 55,69747 105 

Inventories 47,524 81 100 49,930.45 105 

Fixed Assets 101,484.78 100 100,57921 99 

Other Assets 9 ,906.30 15,17808 

$235,056 14 $232,46302 

Liabilities and Net Worth : 

Current Liabilities $ 20,64027 100% $ 16,469 89 80% 

Net Worth 214,415 87 100 215,993 13 100 

$235,056 14 $232,46302 

$272.78707 100 $239,313 42 88 


Sales 
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COMPARATIVE STATEMENTS AND THEIR USE 

Comparative statements are balance sheets, income statements, 
and other reports showing figures for two or more years or other 
periods. If only for two years, it is customary to show the in- 
creases or decreases in one or two additional columns. A typical 
form of comparative balance sheet is shown on the following 
page. Such statements lend themselves better to analysis than 
the statement with one period^s figures. One of the purposes the 
comparative balance sheet may be made to serve when published 
and the relative income statement is not available, is to determine 
the net profit for the period, provided the amount of dividends 
disbursed during period is also known. Any increase shown in the 
surplus account plus the amount of the dividends paid represents 
the net earnings. 


FINANCIAL AND OPERATING RATIOS IN STATEMENT 

ANALYSIS 

In analyzing and interpreting financial statements the following 
eight ratios are most generally employed by many practical 
analysts, as pointed out by Gilman (“Analyzing Financial State- 
ments”) : 

1. Quick assets divided by current liabdities. Quick assets consist 

of cash and receivables. This is known as the “acid test” ratio, 
and is of value as a quick index of debt-paymg capacity. Many 
credit men use a standard of 1 to 1 as a basis of comparison. 
While this is more or less arbitrary, it has value if used with 
discrimination. 

2. Current assets divided by current liabilities. The difference be- 

tween this ratio and the “acid test” ratio is the mclusion of 
inventory in the former. It is an important difference, how- 
ever, because of the importance of the inventory item in trading 
and manufacturing concerns. It has been customary to apply 
the standard of 2 to 1 to this ratio. Such a standarf is, how- 
ever, a very arbitrary one. 

3. Sales divided by receivables. This ratio is frequently referred to 

as the turnover of receivables and measures the comparative 
amount of capital invested in the receivables account and the 
relative efidciency with which collections are made. (See “Turn- 
over of Receivables ”) 
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Comparative Balance Sheet 
June 30, 1934, and June 30, 1933 



Assets 

Current Assets; 

Cash $ 25,000 00 $ 20,000.00 

Notes Receivable 15,000 00 16,000 00 

Accounts Receivable 150,000 00 125,000 00 

Merchandise 100,000 00 110,000 00 

Advertising Supplies 5 , 000 00 4,000 00 

Total Current Assets . 295,000 00 275,000 00 

Fixed Assets: 

Land 50,000 00 30,000 00 

Plant and Equipment. . . . 250,000 00 225,000 00 

Total Fixed Assets. . . 300,000 00 


Increase + 
Decrease— 


+$ 5,000.00 
- 1,000 00 
+ 25,000.00 
- 10,000.00 
+ 1,000 00 


+ 20,000 00 


Other Assets: 

Organization Expense .... 1,000 00 

Total Assets $596,000 00 | $531,500 00 



+ 45,000 00 


500 00 


+$64,500 00 


Liabilities and Reserves 
Current Liabilities: 
Notes Payable 


Accounts Payable 

Accrued Sales Salaries , . . 

Total Current liabili- 
ties 

Fixed Liabilities: 


Valuation Reserves: 

Reserve for Doubtful Ac- 
counts. 

Depreciation Reserve 


Total Liabilities 


Net Worth 


50.000 00 

40.000 00 
5,000 00 

75,000.00 
50,000 00 
3,000 00 

95,000 00 

BiHKl 

150,000 00 

100,000 00 

245,000 00 

228,000 00 

5,000 00 

40,000 00 

3,000.00 

30,000 00 

45,000 00 


$290,000 00 

$261,000 00 

200,000.00 
106,000 00 

175,000 00 
95,500 00 

1306,000 00 

$270,500 00 


- 25,000.00 

- 10,000 00 
+ 2,000.00 


- 33,000.00 


+ 50,000 00 


+ 17,000 00 


+ 2,000.00 
+ 10,000 00 


+ 12,000 00 


+$29,000 00 


+ 25,000 00 
+ 10,500 00 


+$35,500 00 


Dividends paid amounted to : for 1933, $7,000; for 1934, $12,000 
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4. Sales divided by inventory. This ratio is a useful index of mer^ 

chandising efficiency — of the purchasing policy in relation to 
the general sales program. (See “Inventory Turnover.”) 

5. Sales divided by net worth. On the general theory that sales 

volume should bear some logical relation to the size of the com- 
pany as indicated by the net worth, this ratio is often used as 
one of the tests of insufficient sales. 

6. Net worth divided by fixed assets. This ratio is employed as one 

of the tests for overinvestment m fixed assets. A tendency 
shown by the ratio to dechne is an indication of an mcreasing 
amount of the company's capital being locked up in the prop- 
erty account. 

7. Net worth divided by current liabilities. The ratio has value in 

diagnosmg for msufficient capital. From a credit viewpoint a 
customer with a large net worth and small current liabilities is 
preferable to one with less net worth and larger current lia- 
bilities. 

8. Sales divided by fixed assets. This ratio has value in diagnosing 

insufficient sales, or conversely, overinvestment in fixed asset. 
The larger the sales in comparison with the fixed assets, the 
greater is the saving in the use of fixed capital. 


STANDARD RATIOS IN STATEMENT ANALYSIS 

The chief function of the various kinds of statement and report 
analysis in business is the development of measures of accomplish- 
ment in the form of various percentages, ratios, and turnover, and 
the marshaling of data so as to show their significance. In order 
to use such measures intelligently, the executive must have per- 
formance standards for each of the activities measured. Com- 
parison of the measure with the standard indicates the degree to 
which the actual accomplishment approaches the planned or 
standard. Investigation to determine the causes of variations be- 
tween actual and standard, and the making of plans to correct 
the failures are the advantages accruing from the use of such 
indexes of efldciency. Some of the more obvious standards used 
in establishing general functional efficiency indexes are given by 
Kester, in “Principles of Accounting,” as shown below. 

Among the types of standards for buying are the following: 

1. Standard ratio for cost of goods sold to net sales. 

2. Standard ratio for average inventory to total current assets. 

3. Standard rate for merchandise turnover. 
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In manufacturiTig the following types of standards are often 
used: 

1, Standard percentage for raw materials used to total cost of manu- 

facturmg. 

2, Standard percentage for direct labor used to total cost of manu- 

faeturmg. 

3. Standard percentage for factory overhead used to total cost of 

manufacture. 

4. Standard cost per umt of product. 

Standards for controlling the sales actimties include: 

1. Volume of expected sales expressed m terms of value and of quan- 

tities, 

2. Standard rate for merchandise turnover. 

3. Standard ratio for each selling expense item to net sales, 

4. Standard ratio for each selling expense item to total selling ex- 

penses. 

Standards for use in connection with the financial activities 
include: 

1. Standard ratio of expense of treasurer's office to net sales. 

2. Standard ratio of credit and collection expense to net sales. 

3. Standard ratio of net sales to receivables. 

4. Standard ratio of bad debts to net sales. 

5. Standard for current ratio. 

6. Standard rate for working capital turnover. 

7. Standard rate for total habilities to total assets. 

8. Standard rate for fixed habilities to plant and equipment. 

9. Standard rate for percentage return on investment. 

10. Standard rate for purchase discount to net purchases. 

For use in developing indexes of efficiency of general adminis- 
tration, the following standards are used; 

1. Standard earnings per share of common. 

2. Standard ratio for net profits to capital stock. 

3. Standard ratio for net profits to net sales. 

4. Standard ratio for net profits to average net worth, 

5. Standard ratio for surplus to net worth. 

APPLICATION OF FUNDS STATEMENT 

Definition. — ^The application of funds statement, used by the 
United States Steel Corporation and other representative com- 
panies in the annual reports to stockholders, is a means of sum- 



Application o£ Funds Statement Analyzing Balance Sheet Changes 

The a B Company 

Statement of Funds Provided and Applied 
(Showing BouTces of free funds made available dunng the year and their disposition) 
Year Ended December 31, 193- 
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(Adapted from Fmn^, "Principles of Accounting," Vol. I) 
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marizing changes in financial condition as the result of operations 
over a given period. It is sometimes called a “statement of sources 
and application of funds,” “summary of balance sheet changes,” 
“summary of financial operations,” and by other names. Roughly, 
increases in liabilities and proprietorship indicate sources of 
funds, and decreases, applications; while increases in assets repre- 
sent applications of funds, and decreases, sources. 

Form of the Statement. — ^The application of funds statement 
may be prepared in several forms. A form which accounts for 
balance sheet changes rather than merely summarizing them is 
given on the preceding page. Sources of funds as used in such 
statements may be listed as follows: 

1. Earnings. The amount of funds provided by earnings is obtained 

by adding to the net mcome figure charges made against earn- 
ings not requiring current expenditures, such as depreciation 
and amortization. 

2. Sales of capital stock, sales of bonds and other long-term borrow- 

ings. 

3. Sales of fixed assets or securities held as investments. 

4. Any other sources of funds, such as extraordmary income not in- 

cluded in the net income figure. 

5. Decrease in working capital. 

Funds are applied to; 

1. Distributions to the owners (cash dividends or withdrawals). 

2. Retirement of capital stock, bonds, and reduction of other fiLxed 

liabilities 

3. Additions to fixed assets and outside investments 

4. Increase m working capital 


ACCOUNTING DEPARTMENT ORGANIZATION 

The activities of this division are under the direction of the 
lontroller. He may have three assistants: a chief accountant, 
in auditor, and an office manager. 

The Chief Accountant. — ^The chief accountant collects and 
jorrelates all facts concerning the transactions carried on by the 
iperating division of the business. He devises the accounting 
lystems necessary for the proper record so that the controller 
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may be enabled to give the information to the operating execu- 
tives necessary for adequate supervision of their activities. 

The work of record-making assigned to the chief accountant, 
is divided among his assistants according to the division of the 
activities of the business. All information relating to sales is 
collected by one group of assistants who prepare the sales invoice, 
record it in the sales journal, and analyze it according to the 
desired classification. The sales returns and allowances are sim- 
ilarly treated. 

All data concerning purchases and the storing of the product 
are collected by a second group. All purchase invoices and credit 
memorandums are analyzed and recorded in the purchase journal 
after they have been properly audited and checked against the 
merchandise. A careful summarized record of commodities stored 
is also kept by this group and serves as a check against the record 
maintained by the stores manager. 

The determination of manufacturing costs and the recording 
of this class of activities are the work of a third group. All ma- 
terial requisitions received from the stores manager, all labor cost 
tickets prepared by the manufacturing division to determine the 
labor element in cost, and all reports concerning overhead expenses 
are brought together by the group so as to show the total manu- 
facturing costs. For this purpose, all books of original entry in 
which such costs are recorded are maintained here. 

All information concerning the amount to be paid to employees 
is received from the personnel division and handled by a fourth 
group. This information is used as a means of preparing and 
analyzing the payroll. Upon completion, the payroll or a copy 
thereof is sent to the paymaster of the finance division for pay- 
ment. 

The recording of all data relating to the finances of the business 
is done by a fifth group. A record of cash received and disbursed 
is received by the latter from the finance division and used as a 
basis for the entries in the cash receipts and disbursements 
journals. The maintenance of a record of all investment secur- 
ities, promissory notes, and acceptances, issued or received, is also 
part of the work of the group. 

In addition the fifth group maintains the customers and 
•creditors ledgers. All data in the books of original entry affect- 
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ing the customers ledger are posted thereto. The status of each 
customer's account is reported by the group to the credit and 
collection section of the ^ance division at definite intervals and 
upon request. The amounts relating to purchases and purchase 
returns and allowances are transferred from their respective 
journals to the creditors ledger which provides the finance cfivision 
with the necessary information for the payment of obligations. 

A sixth group takes care of the general ledger in which an 
accurate record is kept of all asset, liability, and proprietorship 
items, both vested and temporary. It also maintains the stock 
certificate and subscription ledgers, journals, and other records 
if these are maintained at the company’s offices. 

A seventh group of assistants to the chief accountant prepares 
the balance sheet, the profit and loss statement, and all supple- 
mentary reports. Similar intermediate reports in which actual 
results are compared with budget estimates are also prepared by 
this group. 

The Auditor. — The second assistant to the controller is the 
auditor who, with his staff of assistants, verifies the accuracy and 
propriety of the information sent for record to the accounting 
division by the operating directors of the business. All sales 
invoices are audited as to the correctness of the quantities, exten- 
sions, and amount. All purchase invoices are compared with 
purchase orders and receiving reports as to quantity, price, ex- 
tensions, and amount, and are scrutinized for the approval of an 
officer of the purchasing division. Labor and material cost tickets, 
and manufacturing cost sheets are also audited for their accuracy 
and for the purpose of ascertaining whether these costs are in 
accord with estimates. Attendance records of employees received 
from the personnel division are compared with the performance 
records which, in the case of the factory workers, are the labor 
lost tickets that are received from the manufacturing division. 
The rates of pay are verified against the employees’ contracts. 

The Office Manager. — ^The third assistant, the office manager, 
s in charge of the correspondence section which furnishes stenog- 
•aphers and typists to all the divisions of the business and attends 
o the outgoing and incoming mail. 
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Other Accounting Assistants.^ — If the controller finds his 
duties of analyzing and interpreting accounting reports too 
burdensome, he may divide his work among additional assistants 
in accordance with the main divisions of the business activities. 


CHART OF ACCOUNTS 

A chart of accounts is a list or schedule of account titles to be 
used in a business, grouped or classified in accordance with a 
classification adapted to the particular needs of the business. 
The accounting system should be developed in accordance with 
the lines of internal organization so that information can be 
gathered in terms of individual and group responsibilities. This 
is particularly true in the ease of budgetary control. 

The account titles chosen should be suggestive of their basic 
classification. In large organizations requiring a minutely de- 
tailed classification of accounts, the accounts are numbered as 
well as named. Various schemes and symbols have been de- 
veloped for this purpose, including the numeric system, the 
mnemonic system, and a combination of the two. The mnemonic 
system has been devised for the purpose of supplying symbols, 
consisting of a combination of letters and figures, which would 
suggest the names of the accounts and thus aid one in recalling 
the names. 

Following is a numeric chart of accounts from Kester's “Prin- 
ciples of Accounting”: 

1 ASSET ACCOUNTS 

11 Current Assets 

111 Cash m Bank 

1111 Local Bank 

1112 New York Bank 

1113 Chicago Bank 

112 Petty Cash Fund 

113 Notes Receivable 

114 Accounts Receivable 

♦114V Reserve for Doubtful Accounts 

115 Merchandise 

1151 Inventories Raw Materials 

1152 Inventory Goods in Process 

1153 Inventory Finidied Parts 

1154 Inventory Finished Goods 

1155 

1156 

* The *'V” suffix indicates a valuation reserve applicable to the like numbered account. 
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116 Temporary Investments 

116V Reserve for Market Fluctuations 

117 Accrued Income 

118 Prepaid Expenses 

119 

12 Permanent Investments 

121 Bonds 

122 Preferred Stocks 

123 Common Stocks 

124 Leases 

125 Real Estate 

13 Fixed Assets 

131 Land 

1311 Used and Useful in Operation 

13111 Details in Subsidiary Books 

1312 Held for Speculative or Investment Purposes 

13121 Details m Subsidiary Books 

132 Buildings 

132V Depreciation Reserve Buildmgs 

133 Machinery 

133V Depreciation Reserve Machinery 

134 Tools 

135 Patterns 

135V Depreciation Reserve Patterns 

136 Furniture and Fixtures 

136V Depreciation Reserve Furniture and Fixtures 

137 Etc. 

138 

139 

14 Intangible Assets 

141 Goodwill 

142 Patents 

143 Trade-Marks 

144 Franchises 

15 Other Assets 

151 Organization Expense 

152 Advertismg Deferred 

153 Bond Discounts 

2 LIABILITY ACCOUNTS 

21 Current Liabilities 

211 Notes Payable 

2111 Notes Payable Banks 

2112 Notes Payable Trade Creditors 

212 Accounts Payable 

213 Accrued Expenses 

214 Deferred Income 

22 Fixed Liabilities 

221 Bonds Payable 

23 Other Liabilities 
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3 VESTED PROPRIETORSHIP ACCOUNTS 

31 Capital Stock 

311 Preferred Stock — Cumulative 

312 Preferred Stock-Non-Cumulative 

313 Common Stock— Class A 

314 Common Stock — Class B 

315 Capital Stock Subscriptions 

32 StmPLTJS 

321 Capital Surplus 

3211 Premium on Stock 
3222 Re-appraisal Surplus 

322 Appropnated Surplus 

3221 Reserve for Sinking Fund 

3222 Reserve for Contmgencies 

3223 Resen'^e for Pension Fund 

323 Unappropriated Surplus 

3231 Undivided Profits 

3232 Earned Surplus 

4 SUMMARY AND CLEARING ACCOUNTS 

41 Profit and Loss 

42 Cost of Gk)ODS Sold 

43 Manitfagtubinq 

5 INCOME ACCOUNTS 

51 Sales 

511 Merchandise 

5112 By Departments, etc. 

512 Consignments 

5121 Details in Subsidiary Records 

52 Financial Management Income 

53 Other Income 

6 EXPENSE ACCOUNTS 

61 Manufacturing 

611 Wages 

612 Raw Materials 

613 Freight on Raw Materials 

614 Manufacturing Expenses 

62 Selling Expenses 

621 Salaries 

6211 Details in Subsidiary Records 

622 Traveling Expenses 

623 Commissions 

624 Advertising 

625 General Selling 

63 Administrative Expenses 

64 General Expenses 

65 Financial Management Expenses 

66 Other Expense 
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PRINCIPAL TYPES OF ACCOUNTS 

Fundamental Classification.— The principal types of accounts 
correspond to the underlying divisions of the two main financial 
statements — ^the balance sheet and the income statement. The 
balance sheet yields three main groups: 

1. Asset accounts 

2. Liability accounts 

3. Propnetary accounts 

There are also three groups of income statement accounts: 

1. Revenue accounts 

2. Cost and expense 

3. Income accounts 

Asset Accounts. — ^Asset accounts are classified into main 
groups — fixed and current. The fixed group is in turn subdivided 
into two classes — ^tangible and intangible. The following is a 
general classification of the fix:ed tangible group: 

1. Land 6. Tools 

2 Buildings 7. Patterns, drawings, elec- 

3. Machinery trotypes, etc. 

4. Furmture and fixtures 8. Deferred charges 

5. Dehvery equipment 

The fixed intangible group includes the following: 

1 Goodwill 4. Copyrights 

2. Patents 5. Formulae 

3. Trade-marks and trade 6. Franchises 

names 

The current assets have the following general classification: 

1. Cash 4. Temporary investments 

2. Receivables 5. Accruals 

3. Inventory 6. Prepayments 

Liability Accounts. — ^This group may be classified into fixed 
and current liabilities. The fixed class consists of long-term in- 
debtedness, principal examples of which are bonds, mortgages, 
and long-term notes. Principal examples of current liabilities, 
which are usually defined as those with a maturity of less than a 
year, are accounts and notes payable, accrued liabilities, such as 
accrued salaries, rent, and taxes, and deferred credits or prepaid 
income, such as rent, premiums, etc., received in advance. 
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Proprietary Accounts. — ^In the case of the single-proprietor- 
ship two accounts usually take care of his investment in the busi- 
ness — ^the capital account to represent his initial or more or less 
permanent investment and the drawing account for recording 
drawings, income (or loss) balances, and other special adjust- 
ments. Two similar accounts are carried for each partner in the 
case of a partnership. The two principal proprietary accounts in 
a corporation are the capital stock and surplus. The capital stock 
account may, however, be subdivided into several accounts, de- 
pending upon the number of classes of issued stock, while instead 
of one surplus account, there may be a number representing 
surplus derived from different sources or surplus appropriated for 
the time being for various purposes. 

Income Statement Accounts. — ^Revenue accounts, the first of 
this group, embrace those in which income from the principal 
activities are recorded. Thus in a manufacturing or mercantile 
concern it is the receipts from sales of the product or stock-in- 
trade. In the case of an electric company, it is the sale of elec- 
tricity. Cost and expense accounts record all the costs and ex- 
penses incurred in operations, that is, in producing the main 
revenues. Income accounts represent miscellaneous income and 
outgo, which are not incidental to the principal operations of the 
business, such as interest or rent received or paid. 


FUNCTIONS OF THE INDUSTRIAL CONTROLLER 
A summary of the functions of the controller is given by the 
Policyholders Service Bureau of the Metropolitan Life Insurance 
Co. (^^Business Organizations”) as follows: 

1. He is responsible for the devising, installation, and maintenance 

of the accounting system, 

2. The general books are under his direct control. 

3. He has jurisdiction over accounts receivable and all that entails. 

4. He has jurisdiction over accounts payable and all that entails. 

6. He is responsible for payroll accounting, auditing of all employees’ 
time records, and keeping of all payroll ledgers showing the 
earnings and deductions by departments and individuals. 

6. He has under his jurisdiction accounting records of stocks and 
supplies, whether merchanchse, raw, semi-finished, or finished. 
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7. He is responsible for the taking of inventones, 

8. He has wide auditing powers over sales, purchases, disbursements, 

and property of every descnption. 

9. Where his functions are logically carried out, he maintains a check 

over the treasurer’s cash receipts, disbursements, and bank 
balances. 

10. In a manufacturmg company he has charge of the cost account- 

ing; and m the merchandise imdertakmg, he is responsible for 
the expense distribution. 

11. He has the custody of books and the administration of a large 

force of accountants, mail clerks, stenographers, filing cleric, 
etc. 

12. He is responsible for the preparation of detailed statements of 

income, operation, disbursements, accounts, and liabihties, and 

13. Closely connected therewith is the preparation, analysis, and 

interpretation of statistical information covering all the opera- 
tions of a business which should be called to the attention of 
the president, or manager, or board of directors of the business. 

14. As the budget has been increasingly applied to modern business, 

the operation of such budgets frequently rests with the con- 
troller. 

The chart below illustrates one form of organization of the 
controller’s department. 



MACHINE ACCOUNTING METHODS 
In larger organizations where certain routine accounting work 
is voluminous, partly because of the size of the organization and 
partly because of the detailed character of the work, speed, ac- 
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curacy, and economy can be effected by the application of machine 
methods to such work. Modem machine methods may, in fact, 
be applied to such accounting conditions with the same measure 
of success that similar methods have produced in the factory. 

There is a great difference in efficiency among the various 
accounting machines, some being better adapted for certain pur- 
poses, and others for other purposes. In a great measure the 
success of applying accounting mechanical methods will depend 
upon the proper selection and proper application of a machine to 
a particular accounting condition. In such selection and applica- 
tion a knowledge of the fundamental characteristics of the various 
types of machine accounting equipment is essential. 

Classification of Machines. — ^The following is a classification 
of these accounting machines, based on their fundamental char- 
acteristics, as given in “Accounting by Machine Methods,” by 
Schnackel and Lang: 

1. Descriptive writing equipment: 

(a) Flat-wntmg platen and arithmetical features 

(b) Cylmdrical-writing platen and arithmetical features 

2. Printing equipment: 

(a) Flat-prmting platen and arithmetical features 

(b) Cylindrical-prmting platen and arithmetical features 

3. Tabulating and Recording Equipment: 

(a) Punch card method 

(b) Ticket Method 

Descriptive Writing Equipment. — ^This class of machines is 
applied to work of descriptive writing as in order writing and 
billing. The two types of machines of this class differ from each 
other in that the writing surface or platen is flat in the one case 
and cylindrical in others. Each type has its particular advantages 
for particular applications. By means of these types of equip- 
ment it is possible to write mechanically on cut forms, bound 
books, and continuous-length forms. The machines have also 
features making possible vertical and horizontal adding and sub- 
tracting. 

Printing Equipment. — ^Modern machines of this class are elec- 
trically driven and are designed to meet conditions in accounting 
and statistics that require various kinds of analysis and distribu- 
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tion data in the process of posting a ledger. The flat-printing 
platen type posts mechanically, balances ledger accounts auto- 
matically, and prints all items in clear, legible type, accumulating 
totals of all amounts posted. The cylindrical-printing platen 
type differs mechanically in that the printing surface or place is 
cylindrical instead of flat. 

Tabulating and Recording Equipment. — An analysis of 
voluminous facts can readily be made from any desired view- 
point with the aid of these electrically driven tabulating and 
recording machines. They are adaptable to all kinds of analysis 
or distribution work, such as sales analysis, payroll, cost or ex- 
pense distribution, purchase analysis, distribution of remittances 
received, and so on. 

There are two distinctive types of this class of machines — the 
punch card and ticket type. In the punch card method of tabula- 
tion the process consists of three steps: 

1. Punching a card with circular holes, the meaning of which depends 

entirely upon their position on the card. 

2. Sorting the punched cards accordmg to the data perforations. 

3. Summanzing the information thus sorted under any desirable 

number of headings. 

Machines of the ticket producing type automatically issue 
tickets on all operations, on any class of applications, or when- 
ever desired. The ticket may be prepared with or without stub, 
as the operator chooses. The information printed on both parts 
of the ticket includes the date, serial number, identifying num- 
bers, symbols for the totals used, and the amount. The ticket 
may be used as a voucher, pay ticket, requisition, posting medium, 
for filing purposes, and in many other ways. 

PUBLIC ACCOUNTING SERVICES 

The American Society of Certified Public Accountants and » 
various state societies have indorsed in principle a classification 
of accoimtancy services, the principal divisions of which are as 
follows: 

1. Examination of financial condition and detailed audit of trans- 

actions for a period. Short title— detailed audit. 

2. Examination of financial condition and audit tests of transactions 

for a period. Short title— test audit. 
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3. Examination of financial condition and review of operations. 

4. Exammation of financial condition. 

5 Audits of specific accounts. 

6. Other services. 

The first two types of services apparently differ only in the 
degree of thoroughness with which the transactions are verified. 
In the third and fourth types the auditor undertakes to substan- 
tiate the representations made in respect to the organization under 
examination, with a view to determining that there is no over- 
statement of net assets or of net profits, and that the net assets 
and net profits are at least as good as represented. Such services 
are not designed to detect lapses of fiduciary integrity or any 
understatement of assets which may have been concealed in the 
operating accounts. The fifth division covers either a detailed 
or test audit of some specific account or group of accounts. The 
sixth division contains various activities which are considered to 
fall within the field of the public accountant. Among the services 
mentioned under this heading are: tax services, system services, 
budgetary services, opinions, and specific investigations. 


BRANCH OFFICE ACCOUNTING 

Varying Systems o£ Accounting. — ^ranches vary in pro- 
cedure from agencies which transfer all data to the central oflSce 
for entry on the latter’s books to branches possessing much inde- 
pendence. If a branch keeps its own books, it may or may not 
be desirable to set up the branch profit and loss account on the 
branch books. If it is desirable, goods should be billed to the 
branch at cost, so that the branch manager may be able to ascer- 
tain the cost of goods sold during the accounting period and 
determine the branch profit or loss. If it is not deemed advisable 
to permit the branch manager to determine the branch profit or 
loss, goods should be billed to the branch at a fictitious price. 
This is usually a markup on cost, say 130% or 150% of cost. 
The home oflSce can at any time translate these fictitious prices 
back to cost. Even though goods are billed to the branch at a 
price other than cost, or one which the branch manager does not 
know to be cost, a branch profit and loss account may be set up, 
the results being used only for managerial purposes. 
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The Current Account. — ^When a branch profit and loss account 
is set up on the branch books, the balance of net profit is credited 
to the Home Office Current account carried on the branch books. 
On the home office books it is charged to the Pranch Office Current 
account and credited to Branch Profit and Loss. When a branch 
profit and loss account is set up on the home office books, income 
and expense accounts on the branch office books are closed into 
the Home Office Current account. On the home office books cor- 
responding entries are made and the true cost of goods sold is 
brought in. By either method, after closing, the balance in the 
Home Office Current account on the branch books must agree 
with the balance in the Branch Office Current account on the house 
office books. In practice, however, the two inter-office accounts 
may not be in agreement before closing due to some item which is 
in transit and which has been brought upon the books of the 
sender only, or to an adjustment due to be made on both home 
office and branch books, but as yet made on one set of books only. 
The accounts must then be reconciled and the procedure is the 
same as in the reconciliation of a bank account. 


FOREIGN BRANCHES— CONVERSION OF FOREIGN 
VALUES 

Normal Exchange Market. — ^In consolidating the trial balance 
of a foreign branch with the accounts of the head office, it is first 
necessary to convert into domestic currency values the foreign 
currency values in which the asset, liability, expense, and income 
items are carried on the books of the branch. The root of this 
conversion problem lies in the determination of the proper rate 
or rates of conversion. Under normal conditions in the foreign 
exchange market, and when absolute accuracy is not required, 
it is sufficient to use for converting all items a uniform rate of 
exchange in the neighborhood of par, or one representing an 
average. 

Abnormal Exchange Conditions. — ^However, in periods of 
rapidly fluctuating rates of exchange, or in transactions with 
branches where silver currency or depreciated paper are used, the 
conversion of the items of the foreign branch trial balance at some 
arbitrary or average rate will not give satisfactory results. Dif- 
ferent rates must be used in the conversion of different items. 
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Under those conditions fixed assets are converted at the rates 
prevailing at the time of their purchase if the transactions have 
been few. If, however, they have been numerous, an average rate 
may be taken, as that found by taking the actual rates at the 
end of each month throughout the year and dividing their total 
by twelve. If construction expenditures have varied greatly from 
month to month, a weighted average rate of conversion will give 
better results. The depreciation reserve will be converted at the 
same rate as the fixed assets. The reserve may, however, be based 
on the dollar valuation of these assets, or only their net book value 
in the foreign currency (cost less depreciation) may be converted 
into dollars Non-current liabilities should be converted at the 
rates prevailing on the dates when they were incurred. 

Current assets and liabilities are converted at the rates ruling 
on the date of the balance sheet. The same conversion basis is 
applied to the reserve for bad debts. Income and expense items 
are convertible at the average rate for the period because they 
represent transactions which took place throughout the period. 
The opening inventory is converted at the rate current at the 
beginning of the current period. The final inventory of goods 
purchased from the home office may be converted at the average 
rate for the penod, and when thus reconverted to its original dollar 
cost, it is valued in accordance with the rule of ''cost or market, 
whichever is lower.” 

The Remittance account, in which are entered the remittances 
made by the branch to the head office, is converted at the actual 
rates paid for the drafts. The Control or Adjustment account on 
the branches books, representing the ownership of the branch by 
the head office, is converted at the actual rates at which the various 
transactions recorded in it took place. In the case of a foreign 
subsidiary corporation the capital stock account is converted at 
the rate ruling at the time of the subsidiary's formation or acqui- 
sition. If the subsidiary has been purchased, the balance of sur- 
plus at the date of acquisition should be converted sgl the same 
rate as the capital stock. The conversion of subsequently earned 
surplus will be determined on the basis of the average rates used 
at the end of the successive periods for converting current income. 

Reserve for Fluctuations in Exchange- — The foreign branch 
trial balance is in balance prior to the conversion but is almost 
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invariably out of balance after conversion, due to the different 
rates used in converting the various items. The amount of the 
disparity is set up by means of a debit or a credit to an account 
called ''Exchange ” “Fluctuations in Exchange,” or “Reserve for 
Fluctuations in Exchange.” 

Oftentimes, particularly when exchange rates are unstable, it 
is desirable to create a reserve out of profits against which 
any abnormal future losses from exchange fluctuations may be 
charged. This is done for the purpose of guarding against the 
possibility of overstating values and paying dividends out of 
capital, since the conversion into head ofiice currency merely 
serves as a medium of estimating what the foreign investment 
really represents to the stockholders. 

In making conversions, either the demand or cable rate of ex- 
change may be used, provided that the same rate is adhered to 
from period to period. 


PLANT LEDGER— FUNCTION AND FORM 

Description. — ^The plant ledger is the detailed record for items 
of building and equipment. It aims to do for plant and equip- 
ment what the perpetual inventory system does for stock on hand. 
It ties up with the general books of accounts, and supplies the 
details of cost of property, the rate of depreciation, additions and 
improvements, renewals and retirements, amounts in depreciation 

Plant Ledger Sheet 
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reserves, estimated scrap value, and net book value. The ledger 
should also contain a description of each item or unit, when 
located, the name of the manufacturer, if machinery, and the 
factory number, when purchased, and any other historical data 
which may prove useful at some future time. 

Form. — convenient form of plant or property ledger the card 
or loose-leaf form, one card or leaf for each item or unit of prop- 
erty. Each card or leaf should be ruled to last twenty years or 
more. The following form illustrates a plant ledger recommended 
by the Chamber of Commerce of the United States. 


REPLACEMENTS AND RETIREMENTS OF FIXED ASSETS 

These are relatively large expenditures made to replace worn- 
out or retired fixed assets or parts with new assets or parts, and 
their proper treatment in the accounts is dealt with by the Inter- 
state Commerce Commission as applied to railroads as follows: 

. . upon the retirement of a unit of depreciable property 
whether or not the cause of the retirement is a recognized factor 
in depreciation, . . . the service value shall be charged in its 
entirety to the depreciation reserve 
“Provided, That if the cause of retirement is not a recognized 
factor in depreciation but is a cause against which the carrier is 
insured, the depreciation reserve shall be credited with the full 
amount of insurance recovered; and 
“Provided further. That if the cause of retirement is not a 
recognized factor in depreciation and the loss is not covered by 
insurance, the carrier may, upon proof that the charge to the 
depreciation reserve will result in undue depletion thereof and 
with the approval of the Commission, charge the service value 
to an appropriate suspense account and distribute it from that 
account over such period of years and to such accounts as the 
Commission may approve.” 

Losses on retirements, arising when the original costs of the 
retirements exceed the accumulated depreciation allowed on them 
up to the time of retirement should not be capitalized but should 
be charged against surplus, especially when the losses are large; 
or in some cases they may be carried as deferred charges to be 
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written off in the next few years. Where comparatively small the 
losses may be charged against operations. There must also be 
considered the question of removal and installation expenses, and 
the salvage value of any property retired. 


ADDITIONS AND BETTERMENTS TO FIXED ASSETS 

These two terms refer to increases of investment in the fixed 
property account of a business concern, and the chief problem 
they give rise to is to determine whether a given expenditure 
should be capitalized as either an addition or a betterment, or 
whether it had better be charged to revenue as current expense. 

Additions. — ^Additions are structures, facilities, and other prop- 
erties added to those in service, and not taking the place of any 
of like purpose. The expenditures for them are included in the 
property account, and are recovered m the usual way, through 
the application of depreciation charges. 

Betterments and Improvements. — ^Betterments or improve- 
ments are defined by the Interstate Commerce Commission as 
follows: 

“Betterments are physical changes in structure, facilities, or 
equipment which have as their primary end or result the making 
of the properties affected more useful or of greater capacity than 
they were at the time of their installation or acquisition. Of the 
changes incident to betterments the cost of such portion only as 
will when added to the original cost of the property bettered, give 
the cost of reconstruction in present condition or property as 
bettered, should be charged as plant and equipment investment.” 

Care must be taken to make proper deductions from the prop- 
erty account for all property items superseded by the betterment. 
Consideration must also be given to questions of removal and 
installation expenses, and the salvage value of any property 
retired. 


DEPRECIATION AND OBSOLESCENCE OF FIXED ASSETS 

Fixed Assets Defined.— Tangible fixed assets are those which 
are not sold in the usual and ordinary course of business, but 
constitute the general physical equipment with which the business 
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conducts its operations. A general classification of these fixed 
property investments in the case of a manufacturing concern is 
as follows: 

1. Land 

2. Buildmgs 

3. Machinery and other equipment 

4. Tools, patterns, dies, etc. 

6. Furniture and toures 

6. Delivery equipment 

Land and Depreciation. — ^From the viewpoint of depreciation 
these property investments are to be distinguished into two 
classes: first, the land site, the service value of which is of in- 
definite length; second, buildings and the other property invest- 
ment, whose useful life is limited by wear and tear, whether in 
production or by the elements, or because of inadequacy or ob- 
solescence, due to improvements in the arts or changes in demand 
for the product which forces the management to scrap the equip- 
ment precisely as though it were physically worn out. 

Because land has an indefinite useful value and will not have 
to be replaced, it is iinnecessary to recover the investment it 
represents through sales of the product, by gradually depreciating 
it and adding the depreciation installments to the cost of product. 
In short, land is not subject to depreciation in any accounting 
sense. 

Depreciation of Buildings and Equipment. — On the other 
hand, the investment value of buildings and other equipment, 
which will sooner or later have to be replaced, must be recovered 
in operations if the business is to remain a solvent, going concern. 
These fixed assets are accordingly depreciated, their investment 
value passing gradually through the depreciation account into 
the cost of inventory or the cost of service, depending upon the 
nature of the industry, the sale of which brings about the recovery 
of the original fixed investment. 

The rate at which the depreciation of fixed assets should be 
charged against operations has an important bearing on the de- 
termination of periodical income. The usual basis of distributing 
depreciation over the product manufactured is known as the 
straight line method. From the original fixed investment its 
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estimated salvage value, when it is finally discarded, is subtracted, 
and the difference is divided by the estimated number of years 
constituting its useful life. This establishes a uniform, annual 
rate of depreciation, which, however, is subject to adjustment 
with changing conditions as they will affect the life of the asset. 

Methods of Depreciation. — Among the other less commonly 
used bases for allocating fixed investment depreciation to cost 
of product are the following: 

WoEKiNQ Hoxibs Method. — ^Under this method the rate of de- 
preciation is based on the number of working hours within the 
life of the asset rather than on the number of years within that 
life. 

Service Output Method. — By this method an attempt is made 
to predetermine the output of the fixed asset in terms of units 
of product and distribute depreciation over the life of the asset 
periodically according to the number of units of product. 

Diminishing Value Method. — A fixed percentage of the 
diminishing net book value of the fixed assets is taken as the 
depreciation rate. The annual amount of depreciation progres- 
sively decreases. 

Compound Interest Method. — ^This method is based on the 
compound interest principle, and the amount annually depreciated 
increases. 

Percentage op Gross Earnings Method. — ^By this method de- 
preciation is measured as a percentage of the period’s gross earn- 
ings. If the principal element of depreciation is wear and tear, 
output may have a very direct relation to gross earnings. 


DIFFERENT CLASSES OF RESERVES 

Eeserves are of three classes: (1) current liability; (2) a valu- 
ation account; and (3) an appropriation of surplus for a particular 
purpose. The “reserve” account as frequently shown on balance 
sheets may represent any one or more of these classes. Follovnng 
is an explanation of each class: 
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1. The so-called reserve accounts, which are in fact liabilities, such 

as Reserve for Taxes, Reserve for Accrued Wages, etc., are 
grouped under current liabilities. Such accounts are commonly 
referred to as reserves, but to be more accurate should be labeled 
Accrued Taxes, Accrued Wages, etc. 

2. Valuation reserves are not liabilities, but are in the nature of 

deductions from assets appearmg on the balance sheet. The 
Reserve for Depreciation is an illustration. This account is 
created by debiting “depreciation” account — an operating ex- 
pense — and crediting a Reserve for Depreciation account. On 
the balance sheet the Reserve for Depreciation is shown as a 
deduction from the asset to which it relates in order to measure 
the decline in value. Similar reserves may be provided for 
inventones (referred to as Reserve for Inventories) and for 
accounts receivable (referred to as Reserve for Doubtful Ac- 
counts) . Other illustrations are Reserve for Freight Allowances 
and Reserve for Discounts. 

3. True reserves are merely appropriations of surplus made to indi- 

cate that the amount so appropnated is retamed in the business 
for some reason and therefore is not available for paying divi- 
dends. On the balance sheet true reserves are separated from 
that portion of surplus which is unappropriated and listed 
under the general heading of net worth Illustrations are Re- 
serves for Contingencies, Sinking Fund Reserves, etc. 


DEPLETION CHARGE FOR WASTING ASSETS 

Wasting Assets Defined. — ^Wasting assets comprise such nat- 
ural resources as mines, stone quarries, sand pits, oil lands, timber 
land, which are subject to depletion. They differ from depreci- 
ating assets in that they are worked and “give out,” whereas de- 
preciating assets wear out through use or the effect of age. When 
a wasting asset has been exploited, its supply is definitely and 
finally diminished, and cannot be replaced, as a depreciating 
building or machine can, unless another natural resource of the 
same kind can be purchased in the neighborhood. 

Depletion Charge. — ^The investment in a wasting asset is sub- 
ject to a depletion charge, usually made to a depletion reserve 
which resembles the depreciation reserve. The dollar amount of 
the depletion charge for a period is reckoned by comparing the 
quantity of product extracted during that period with the total 
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estimated quantity owned. The same proportion is then taken of 
the value of the wasting asset in determining the amount of the 
depletion charge for the penod. Suppose, for example, that a 
coal mine is purchased for $110,000, and it is estimated that the 
value of the surface land after the exhaustion of the mine will be 
$10,000 so that the net cost of the coal deposits is $100,000. If 
estimates place the amount of recoverable coal at 400,000 tons, 
then for each ton mined dunng the fiscal period $.25 should be 
credited to the depletion reserve or allowance, as the cost value of 
the mine is reduced by that amount with each ton extracted. The 
charge is made to operations, and as it is included in the cost 
of mining the coal and is recovered through the sale of the coal, 
the integrity of the original investment in the coal mine is in 
this manner maintained. 

The determination of the periodic amount of depletion is simple 
in theory, but due to certain regulations of the federal income tax 
law, it is in most cases highly technical and complicated. 


INDUSTRIAL PLANT APPRAISALS 

An appraisal consists of the process of determining the value 
or worth of property as modified by all the conditions, circum- 
stances, and cases to which the property is subject. 

Kinds o£ Appraisals. — ^The majority of appraisals may be 
divided into three classes: 

1. Real estate appraisals 

2. Public utility appraisals 

3. Industnal or plant appraisals 

Real estate appraisals include all cases of estimating the values 
of land, buildings, and leaseholds for the purpose of obtaining a 
“fair cash market” value for such property. Public utility ap- 
praisals include all valuations of the assets of such regulated 
businesses as railroads, gas, electric and water utilities. Their 
purpose IS frequently to determine the rate base, or the amount 
on which the company is entitled to a certain rate of return. 

Industrial or Plant Appraisals. — ^These comprise all valua- 
tions of the fixed tangible assets of mills, factories, and other 
properties. Their usual purpose is to determine the service or 
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“sound” value of the plant and equipment, or the cost of repro- 
duction new less accrued depreciation. In retroactive appraisals 
the costs of reproduction as of some specific date in the past are 
used in the valuation of property as of that date. The majority 
of retroactive appraisals have been made for income tax purposes, 
in endeavoring to establish March 1, 1913, or other basic value. 
Most of the plant appraisals are current appraisals, in which 
present market costs of construction are applied to the property 
items. Appraisals that are periodically tested and revised are 
called continuous appraisals. 

Appraisals of plant properties are made for numerous purposes, 
of which the most important are the following: 

1. Purchase and sale of the plant 

2. Financing by means of bond issues secured by the plant 

3. Eeorgamzations, hquidation, etc., in order to determine the 

equities of the various interests mvolved 

4. Taxation — ^particularly property, income, and inheritance 

6. Insurance — ^to establish proof of loss in case of fire 

6. Management — ^to furnish data for analysis of various adminis- 
trative problems 


DEVALUATION OF PLANT ASSETS 

Reason for Plant Asset Adjustment. — When the general level 
of commodity prices has suffered a drastic decline, as was wit- 
nessed in 1931 and 1932, and has become stabilized at the lower 
level, the management of a company may feel that its property 
account is carried at excessive book valuations and that the de- 
preciation charges based on such high values add to heavily to 
production costs and prevent profits. To place itself in a better 
competitive position, especially with reference to concerns who 
have entered the field more recently with plants acquired at lower 
costs, or simply to enable itself to continue paying dividends, a 
concern in such a situation may decide to write off a certain pro- 
portion of the property account, reduce the depreciation charges 
accordingly, and market its product at a profit. The decision is 
made simply on the grounds of financial expediency and the 
profits henceforth made are not profits on the company's invest- 
ment, represented by an actual outlay of funds, but simply on 
the investment subjected to this arbitrary reduction. 
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Kinds of Property Revalued- — ^The types of properties thus 
revalued downward are as follows: 

1. Property which has been previously written up with or without 

an independent appraisal. 

2. Individual property units which no longer serve their onginal 

purpose because of the permanent reduction in company’s scale 
of operations. 

3. Obsolete assets, the contmued use of which m view of the improved 

methods of manufacture would prove more of a handicap than 
an advantage 

4. A plant which is only partly utilized because of the diminished 

scale of production and which therefore represents excessive 
investment. 

5. The general plant account, m order to improve the company’s 

earnings position through diminished depreciation charges 

Accounting for Capital Asset Readjustments. — ^The logical 
charge for plant devaluation is to surplus account. When there 
is surplus for unrealized appreciation, this should be charged. 
When values representing actual outlay of funds are reduced, the 
legitimate charge is to earned surplus, and only when that is 
exhausted, should the charge be made to capital surplus. How- 
ever, the procedure was reversed in most instances during the 
period of 1931-1932. When surplus is insuflBcient to absorb the 
entire amount of the wnte-down, it may be created through a 
reduction of capital stock, which requires the observance of cer- 
tain legal formalities, including the consent of a certain majority 
of the stockholders. 


FIRE LOSS ADJUSTMENTS 

Requirements in Case of Fire Losses. — When a loss occurs, a 
written notice should at once be given to the insurance company 
which dispatches an adjuster to the scene of the fire. Proof of 
loss must be filed according to the terms of the '"standard” policy, 
within 60 days. After proof of loss another 60 days is allowed 
the insurer for settlement. Should the insured and adjuster fail 
to agree, an appraiser may be appointed by each. The appraisers 
choose an rmpire whose decision is final if the appraisers cannot 
apee; otherwise the decision of the appraisers is final and is made 
without reference to the umpire. 
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Settlement may be made 

1. In cash — covenng the loss in sound value of the property de- 

stroyed. This method of settlement is the one most frequently 
followed. 

2. In cash — representing a complete purchase by the insurer of the 

damaged property at its “cash” value, which is generally defined 
as replacement value new, less depreciation. 

3. By replacing or repairing the destroyed or damaged property. 

Method o£ Record-Keeping to Facilitate Ready Adjust- 
ment. — The standard policy provides that the insurance company 
may require the production of original bills and vouchers in order 
to establish the cost of the property destroyed. Where these are 
not obtainable, the process of adjustment may be delayed until 
data on which to figure the original cost can be secured which is 
satisfactory both to insurance company and the insured. Ac- 
cordingly, in order to secure adjustment of fire losses without 
delay, the record of all assets should be supported by original 
vouchers. Where the asset account is a group account, i e., one 
composed of numerous pieces of property, a subsidiary ledger or 
register, or inventory record as it is sometimes called, should be 
carried, in which appear the details of the group account. If the 
assets covered by the group account are only partially destroyed, 
it is then possible to determine the cost value of the portion 
destroyed by comparison with the portion left. In the case of 
machinery and tools, furniture and fixtures, delivery equipment, 
etc., the use of such a register is particularly advantageous. If 
the voucher system of account-keeping is in use, there will be 
supporting data for all charges to asset accounts and an examina- 
tion of these will make it possible to determine the legitimacy 
of all such charges. 

If ready adjustment is desired, it is necessary to make sure that 
the policy covering particular property makes a sufficiently definite 
statement of the property covered so as to indicate clearly the 
exact property to which the policy applies. Where policies are 
taken out covering new equipment as it is purchased, and at some 
future time the equipment is moved from building to building, 
the problem of allocating the policy to the property covered by 
it becomes particularly difficult. To surmount these difficulties, 
it may be wise to draw up charts and maps of all buildings and 
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their equipment, indicating on the insurance policies the particular 
pieces of property covered by them as shown on the map. 

Adjusting Entries for Fire Losses. — ^To make the books 
record properly the loss suffered by fire, it is necessary to set up a 
special account called “Fire Loss.” This account will show the 
full amount of the loss, including any expenses incurred in connec- 
tion therewith and also the portion of the unexpired insurance 
premium which is canceled by the fire. To effect this the account 
will be credited with the amount of insurance received or allowed 
by the insurance company and it will be charged with the book 
value of all property destroyed and all expenses in connection with 
the fire. After the account is credited with the amount of insur- 
ance received, the balance shows the net loss suffered by the fire 
and will be closed directly into surplus so as not to affect the 
results of the current period’s operations. As a rule, at the time 
of the loss of a fixed asset, depreciation has accrued from the close 
of the last fiscal period and tiiis must be taken into consideration 
in makmg the adjustments on the books. The amount of such 
accrued depreciation must be charged to the current period’s de- 
preciation account because the period must bear its proper portion 
of the expense. The offsetting credit to such charge will be made 
directly to the asset account rather than to its depreciation reserve 
account, although there is no objection to the latter procedure. 
The depreciation applicable to the asset destroyed which has 
accumulated in the past must now be transferred as a credit to 
the asset account. After such transfer and entry in the asset 
account of the accrued depreciation, the balance of the asset ac- 
count shows the book value of the asset at the time of the fire. 
If this book value is accepted as the true value by the insurance 
company, no further adjustment is needed and this becomes the 
figure or amount which is transferred to the Fire Loss account. 
If, however, settlement is made on a lesser or greater valuation 
usually no adjustment of values is made, the total book value of 
the destroyed asset being chained to Fire Loss account. 

If the loss is complete or the insurance company TnalrAa a settle- 
ment of i^e total amount of the policy, the policy is canceled and 
all unej^ired premiums applicable to it are used up and constitute 
an additional loss occasioned by fire. The portion of the premium 
e3q)ired during the current period up to the date of the fire is a 
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current expense to be closed to Profit and Loss account. The 
amount of the unexpired premiums is, therefore, charged to Pire 
Loss account. If settlement is not made for the total amount of 
the policy, the amount of the settlement is indorsed on the policy 
in order to show the amount of insurance still in force for which 
the company is liable. The due proportion of the unexpired 
premium will be charged off to Pire Loss account. This proportion 
will be represented by the ratio of the amount of the settlement to 
the face of the policy. 

In the case of loss of stock-in-trade by fire, it is necessary to 
have available as the basis for determining the value of the mer- 
chandise destroyed the inventory record as at the close of the 
previous fiscal period. The record of all purchases, purchase re- 
turns, sales, and sales returns from then until the time of the fire, 
and the records of previous years, should also be available in order 
to determine the average rate of gross profit. If such rate of gross 
profit is not available, there must be a rate agreed upon by the in- 
sured and the company as the basis for settlement. The applica- 
tion of this rate to the sales made since the last closing of the books 
will give the estimated amount of gross profit. This amount sub- 
tracted from sales gives estimated cost of sales. Goods on hand at 
time of fire may be estimated with reasonable accuracy by apply- 
ing the regular formula for ascertaining cost of goods sold. By 
some policies, however, it is the sale value and not the cost which 
is covered by insurance. 

Insurance Register. — Where many policies are carried in the 
same or different companies, a columnar register is a convenient 
method of keeping record of expiration dates, property covered, 
distribution of premium, unexpired portion, etc. The columns are 
provided to show: date of policy, name of company, policy num- 
ber, expiration date, termination, face of policy, items covered by 
it, premium total and its distriWion by months or other fiscal 
periods covered by it. 


THE CO-INSURANCE CLAUSE 

The co-insurance clause is an agreement between the party in- 
sured and the insurance company that the former shall maintain 
insurance equal to 80%, 90%, or 100% (as the case may be) of 
the value of the property covered; failing to do so he shall bear 
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such portion of any loss as the insurance lacking would have 
paid if in force. It is variously known as “reduced rate average 
clause” or “reduced rate contribution clause.” 

A co-insurance clause forms as much a part of the rate as the 
actual rate figure. It assures a fair deal. It means that the man 
who pays premium on only that part of his risk which is more apt 
to bum cannot secure for that premium complete protection for 
his whole risk at the expense of the man who believes in complete 
protection and insures all. 

A co-insurance clause is recognized by lower rates. The insured 
is paid in dollars and cents for his foresight in adequately insuring. 

Policies of insurance, without co-insurance pay: either (1) the 
total amount of the loss, or (2) the total amount of insurance, 
whichever figure is the smaller. Add a co-insurance clause (the 
80% for unity’s sake) and a third limitation is introduced, viz., 
(3) the percentage of the loss which the insurance bears to 80% 
of the value at time of loss. 

The policy then, pays the smallest of these three amounts: (a) 
the actual loss, (b) the total insurance, (c) the figure determined 
by this formula: amount of insurance times amount of loss divided 
by 80% of the value at time of loss. 

The following two examples show the workings of the 80% co- 
insurance clause. 

1. Loss and insurance equal or greater than 80% of value. Value 

$10,000. Loss $9,000. Insurance $8,000. The three limitations 
are — 

(a) Amount of loss $9,000. 

(b) Amount of insurance $8,000. 

(c) Co-insurance proportion $8,000 X $9,000 -i- 80% of $10,000 

= $9,000. 

The insurance then pays the smallest of the three, or $8,000, the 
total amount of insurance carried. 

2. Insurance less than 80% of value, but loss equal or greater than 

80%. Value $10,000. .Loss $9,000. Insurance, $6,000. The 
three limitations are — 

(a) Amount of loss $9,000 

(b) Amount of insurance $6,000. 

(c) Co-insurance proportion $6,000 X $9,000 80% of $10,000 

= $6,750. 

The insurance then pays the smallest of the three, or $6,000, 
again the total amount of insurance. 
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BONDS— NEGOTIABILITY AND DENOMINATION 

Trust Deed. — ^Bonds are formal obligations of corporations, 
running for five years or so and upwards, and represented by a cer- 
tificate impressed with the corporate seal. Bonds that are offered 
to the public are generally issued under a contract, known vari- 
ously as mortgage, trust indenture, trust deed, deed of trust, etc., 
between the corporation and a trustee, usually a trust company. 
The trustee represents the bondholders in their collective capacity, 
and the agreement under which the trustee is appointed is a 
document usually of considerable length, defining the exact rights 
of the bondholders, their security, etc., the duties of the trustee, 
and on the other hand, the covenants which the corporation has 
undertaken to perform in connection with the bond issue. 

Negotiability and Denomination. — ^With respect to form, 
bonds are either coupon or registered bonds. The former owe 
their name to the fact that they have attached to them coupons, 
which represent claims for interest on the successive dates indi- 
cated. The collection of interest on the due dates is effected by 
detaching the coupons and cashing them. Coupon bonds are 
negotiable to bearer, passing by delivery, no record of the owner 
being kept by the corporation. The great bulk of coupon bonds 
are issued in denominations of $1,000 and less often $500 and $100. 
Eegistered bonds are bonds the names of the owners of which 
appear on the books of the company as well as on the face of the 
bond certificate. Interest on them is payable, accordingly, by 
check. The denominations of fully registered bonds are usually 
$1,000, $5,000 and $10,000, Bonds also may bear interest coupons 
but may be registered as to principal only. 


CLASSES OF BONDS 

Mortgage Bonds. — ^These are secured by a mortgage on certain 
property specified in the indenture. If the total amount author- 
ized is exhausted by insurance, for the issue of the bonds, they 
are known as a closed issue. If no definite limit is set, they are 
called an open-end issue. If a maximum amount is fixed but it is 
considerably in excess of present requirements of the corporation, 
the bonds are referred to as a limited open-endi issue. 
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Collateral Trust Bonds.— Those secured by the pledge of 
securities in other companies. Such bonds are typical of certain 
classes of public utility holding companies. The pledge of secur- 
ities, however, may and is frequently combined in the large issues! 
with a mortgage 

Debentures. — ^Unsecured bonds are generally called debenture 
bonds. They are based simply on the general corporate credit 
without enjoying any special security. They may, however, be 
protected by a covenant in the indenture entitling them to equal 
security in the event a subsequent issue of bonds is put out which 
is secured by a mortgage. 

Income Bonds. — ^Income bonds are issues which are entitled to 
interest only when earned. Their origin is commonly in reorgan- 
izations of failed concerns. The principal, however, may be se- 
cured by a mortgage or pledge of securities, or it may be unsecured. 
The interest may be cumulative or non-cumulative when not paid 
in any period. 

Convertible Bonds. — ^These bonds are convertible, at the option 
of the holders, usually into stock, upon the terms specified in the 
indenture, which relate chiefly to the time and rate of cbnversion. 
The purpose of their issue is to combine with the security of a 
bond the speculative opportunity possessed by a stock. 

Guaranteed Bonds. — ^Bonds guaranteed by another corpora- 
tion, usually the parent company owning the stock of the issuing 
company. The guaranty is either by an indorsement in the bond^ 
by special covenant, by lease or operating agreement. Redeem- 
able or callable bonds are those which the corporation may pay 
off at its option before the set date of maturity. Usually such 
redemption is effected at a premium above par to compensate the 
bondholder for the unexpected termination of his investment. 

Refunding Issues. — ^These are bonds which have been put out 
to meet maturing issues. Ordinarily they are sold for cash which 
is applied to the payment of the maturing bonds. At times, how- 
ever, holders of the maturing bonds receive an offer from the 
corporation to exchange the new bonds for the old. 

Sinking Fund Bonds. — ^This class of bonds provides for the 
accumulation of a fund, by annual or semi-annual payments. 
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against the due date of the bonds. In modem issues, however, the 
sinking fund is combined with the callable feature of the bond, 
and as soon as the periodical payment is made into the sinking 
fund, a number of bonds, as determined by lot, are called suflScient 
to exhaust the fund. 


EQUIPMENT OBLIGATIONS 

Equipment obligations are securities issued chiefly by railroads 
and traction companies on the security of newly purchased rolling 
stock. Since a few years before the World War, however, other 
enterprises having large amounts of capital tied up in movable 
or salable machinery and equipment have also resorted to this 
mode of flnancmg. 

Three Plans of Issue. — ^The obligations are issued under one 
of three plans: 

1. The most common by far of these plans is what is known as the 

Philadelphia plan. The railroad equipment formmg the security 
of the obligations is merely leased to the railroad until the debt 
is paid, title to the property remammg in a trustee. 

2. The second plan is that by which only a conditional sale is made 

of the newly purchased equipment to the corporation, which, 
accordingly, does not acquire title to the equipment until the 
condition of payment is fulfilled. 

3. The least frequently used plan is the mortgage plan, whereby the 

roUmg stock is simply mortgaged, in the manner of the usual 
corporate bond. 

Covenants. — ^Whatever plan is adopted, the usual covenants 
which the company undertakes are as follows: 

1. To maintain the equipment in proper condition and repair, and 

replace that which is destroyed. 

2. To insure the eqmpment. 

3. To pay all taxes. 

4. To indemnify the trustee for all claims arising out of the owner- 

ship or use of any of the property. 

5. To fasten and keep on each piece of equipment a metal plate show- 

ing that the trustee is the owner. 

6. To file periodically with the trustee a statement of the location and 

condition of the equipment. 
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PREMIUM AND DISCOUNT ON RONDS 

As a rule, bonds when issued are sold at a price either above 
or below their face or par value. Consequently it becomes neces- 
sary to disting ui a h between the nominal and the effective rate of 
interest on the bonds. The nominal rate is that appearmg on the 
interest coupon. The effective rate is the true interest cost to the 
issuing corporation, or conversely, the true yield to the investor. 
Hence, when bonds are sold above or below par, the premium or 
discount must be considered in figuring the effective rate. 

Premium on Bond. — Since bonds at maturity will bring only 
their face value, any premium paid for them upon their issuance 
represents the total amount which must be deducted in instal- 
ments, in the successive interest periods, from the nominal rate. 
The amount to be thus deducted in each interest period is found 
by prorating the amount of the premium over the total number 
of interest periods in the life of the bond on a compound interest 
basis. Thus, if a 6% 10-year bond having face value of $1,000 
is sold for $1,000, or at a premium of 10%, the true interest cost 
per annum to the issuing corporation or the yield to the purchaser 
of the bond is less than 6%, not only because $60 will be the 
amount of interest on a principal of $1,100, but also because upon 
the maturity of the bonds settlement will be made by the payment 
of only $1,000. The $100 of the principal, called premium, will 
have been repaid in instalments, calculated on compound interest 
basis, over the life of the bonds, out of the periodical payment 
of $60, which includes both actual interest and this instalment 
payment of a portion of the principal. 

Discount . — A discount on bonds represents the total addition 
to be made in periodical instalments to the nominal rate of interest 
in order to arrive at the actual or effective rate. A bond with a 
coupon rate of 6% per annum, which is sold for $900 and will be 
redeemed at maturity by the payment of $1,000 bears a higher 
rate of interest than 6%, partly because $60 is received on each 
interest date on a principal of only $900 and partly because the 
corporation will pay at maturity $100 more than it received. This 
pa 3 Tnent of $100 represents additional interest which is prorated 
over the life of the bond and added to the nominal interest rate. 
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Values, to the Nearest Cent, of a Bond for $1,000,000 at V/%% 
Interest, Payable Semiannually 
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BOND CALCULATIONS 

Bond Tables.— Bond tables have been devised to simplify the 
labor involved in determining: 

1. The pnce to be paid when the 3 neld is known 

2. The yield when the cost is known 

Such tables usually give the common investment yield rates on 
a semiannual basis, and for periods of maturity varying from one 
year to lOQ years at rates that range from 3% to 8% per annum. 

To illustrate the use of such tables the following two examples 
are given, in connection with which the table on page 211, taken 
from Sprague's “Extended Bond Tables,” is used. 

How to Find the Price of a Bond When the Yield is 
Known. — 

Example, What price shall be paid for a $1,000 bond, due 18 years 
hence, bearing interest at 4%% per annum, payable semiannually, to 
yield 6% per annum on the investment^ 

In the 4%% table on page 211 look down the column headed 18 years 
until the line of net income of 5% is reached. The pnce to be paid for 
the bond is $941.11. 

How to Find the Yield When the Cost is Known. — 

Example, A problem that occurs qinte frequently and which is some- 
what difficult of solution by ordinary formula and even then requiring the 
use of logarithms, may be more easily solved by the use of bond tables. 
Such a problem may be stated as follows What rate of interest may an 
investor expect who pays 118% for a 4%% bond maturing in 19% years? 

Turn to the 4%% table (page 211) in the column headed 19% years. 
Follow down the column imtil the value 11875 is reached. It will be 
found to be on the net income line of 3.20%. In other words, a 4%% 
bond bought at 118% maturing in 19% years will jdeld 3.20% per annum 
on the investment. 


SINKING FUND CALCULATIONS 

Periodical Pa 3 rment. — Sinking funds are usually used to ac- 
cumulate sums for the extinguishment of debts or the replacement 
of assets. Such sums consist of periodical contributions and thus 
form annuities. Such problems are not uncommon in business. 
Corporations floating bond issues frequently advertise that sinking 
funds will be created to retire the issues at maturity. 



HANDY OFFICE BOOK 


213 


The problem becomes one of determining what sum shall be set 
aside periodically to provide a sinking fund. This is equivalent 
to determining the amount of an annuity of $1 at the given rate 
of interest for the number of periods and dividing the amount thus 
found into the total amount to be retired. The amount of the 
periodical sum to be set aside is found by means of the following 
formula : 

8 F 

Periodical payment to sinking fund — 

8» F. represents the amount to be accumulated in the sinking 
fund or the bond issue to be retired and A represents Uie amount 
of the annuity of $1 for a given number of penods at a given rate 
of interest. 

Example, A corporation on June 1, 1932, issued bonds due June 1, 
1938, to the amount of $200,000, bearmg mterest at 6% per anirnTn pay- 
able semiannually. Provision was made to set up a smkmg fund to retire 
the entire issue at maturity. 

There are 12 interest periods with interest at 3%. The factor 
14.19202956 is obtained from the table on page 147, “The Amount of an 
Annuity, in the 3% column and on the line corresponding to 12 periods. 

Dividmg $200,000, the total bond issue, by 14.1920296, gives $14,092.42 
as the semiannual sinking fund instalment. 

Schedule of Sinking Fund Instalments. — ^The following 
schedule shows the periodical amounts set up and the interest 
earned on the accumulated balances in the sinking fund. The 
total semiannual instalments plus the accumulated interest earned 
by the sinking fund equal $200,000, the accumulated amount in 
the sinking fund June 1, 1938, the date of maturity of the bonds. 


Date 

Semiannual 

Instalment 

Interest at 3% 
on Accumulate 
Sinking Fund 

Total Addi- 
tions to 
Sinking Fund 

Accumulated 
Amounts in 
Sinking Fund 

June 1, 1932 

Dec 1, 1932 

June 1, 1933 . . 
Dec 1, 1933 

June 1, 1934 

Dec 1. 1934 . 

June 1, 1935 . . 
Dec 1, 1935 . 

June 1, 1936 

Dec 1, 1936 

June 1, 1937 

Dec 1, 1937 . . . 
Jxxne 1, 1938 . . . 

$ 14,092 42 
14,092.42 
14,092 42 
14,092 42 
14,092 42 
14,092 42 
14,092 42 
14,092 42 
14,092 42 
14,092 42 
14,092 42 
14,092 42 

3 422 77 

858 23 
1,306 75 
1,768 71 
2,244 55 
2,734 66 
3,239.48 
3,759 43 
4,294 99 
4,846 61 
5.414 78 

$ 14,092 42 
14,515 19 
14,950.65 
15,399 17 
15,861 13 
16,336.97 
16,827 08 
17,331 90 
17,851 85 
18.387 41 
18,939 03 
19,507.20 

$ 14,092 42 
28,607 61 
43,558.26 
58,957 43 
74,818 56 
91,155 53 
107,982 61 
125,314 51 
143,166 36 
161,553 77 
180,492 80 
200,000 00 


S169.109 04 

S30.890 96 

$200,000 00 
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BOND REGISTER 

It is a function of the treasurer of a corporation to record 
registered bonds in a book known as the bond register. This 
record shows the number of each bond, date issued, name of each 
bondholder, due dates, and amounts of interest payments for each 
bond, A typical form of bond register (from “Financial Hand- 
book*0 is shown on pages 214 and 215. In the case of coupon 
bonds, the treasurer keeps a coupon register to show for each 
bond the coupons paid for successive interest dates. 


ACCRUED INCOME AND EXPENSE 

Accrued income is income which has been earned to the date 
of the closing of the books though it is not due and payable as 
yet. It is set up as an asset and credited to current income. What 
is accrued income on the books of the prospective recipient is 
accrued expense on the books of the prospective payer. It is a 
liability which has been incurred to date though it is not payable 
until a later date, and as such it should appear on the books. An 
example is interest on a loan. This may be payable annually on 
June 31 ; but if the books of both lender and borrower are closed 
December 31, the lender should include among his assets the half- 
year^s interest earned since June 31, while the borrower should 
carry among his liabilities the same amount as an expense that 
has accrued. 

Common examples of accrued income are, besides interest, rent 
receivable and royalties receivable. Common examples of accrued 
expense are rent payable, royalties payable, taxes, wages, and 
salaries. 


PREPAID EXPENSE AND INCOME AND DEFERRED 
CHARGES 

Prepaid Expense and Income. — ^Prepaid expense is an ex- 
penditure of cash for a service which has not as yet been rendered. 
It is equivalent to making an advance, which is to be repaid, how- 
ever, in the stipulated service. As such it is an asset. The asset, 
however, decreases in value to the extent that the service is 
rendered. At the close of the fiscal period only the amount of 
service still due is the asset taken up on the books. What is a 
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prepaid expense to the buyer of the service is prepaid income to 
the seller of the service. He in effect borrows the money until he 
repays it in service of equivalent value. Prepaid income is, there- 
fore, a liability. 

A common example of prepaid expense and income is prepaid 
rent. Rent paid monthly in advance is an asset to the tenant who 
pays it and a liability to the landlord who receives it. At the 
end of the month, before the next rental payment is made, both 
the asset and the liability are extinguished. But when the books 
are closed at some date during the month, the prepayment calcu- 
lated for the balance of the month must be taken into considera- 
tion on the books of both tenant and landlord. 

Deferred Charge. — ^Another name of prepaid expense is de- 
ferred charge. However, it is usual to use the term prepaid ex- 
pense with reference to service that will be received in full in a 
year or less, while it is customary to reserve the term deferred 
charges to prepayments made for services, the benefits of which 
may be considered to extend over several years. Thus an exten- 
sive advertising campaign may be taken as yielding benefits for 
more than a year, and its cost will be carried as an asset for that 
period, with a proportionate diminution each year. Accordingly, 
prepaid expense as thus construed is considered a current asset, 
while deferred charges partake of the nature of fixed assets. Pre- 
paid income is also referred to as deferred income or a deferred 
credit. 

Examples of prepaid expense are the following payments made 
in advance: insurance premiums, taxes, licenses, and traveling 
expenses. The same items are prepaid income to one who receives 
the payments and is obligated to furnish the service in question 
over a future period. 


CHARACTERISTICS OF NEGOTIABLE INSTRUMENTS 

A negotiable instrument is a contract which conforms to the 
following requirements: 

1. It must be in writing and signed by the maker or drawer. The 
writing may be with any material — ^mk, pencil, etc. — ^and the 
signature may be any mark, mitial code, or designation which 
a party may choose to adopt and bmd himself by. 
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2. It must contain an unconditional promise or order to pay a sum 

certam m money The money must be payable without any 
qualifications which would hamper its circulation. A sum cer- 
tain IS an amoimt which can be definitely computed by the 
holder 

3. It must be payable on demand or a determinable future time An 

instrument payable upon a contingency is not negotiable 
whether the event happens or not. 

4. It must be payable to order or bearer. When the instrument is 

payable to order, the payer must be named or otherwise indi- 
cated with reasonable certamty. 

5. Where the mstrument is addressed to a drawer, who is to pay it, 

he must be named or otherwise indicated in the instrument 
vdth reasonable certainty. 


INDORSEMENTS OF NEGOTIABLE INSTRUMENTS 

Types of indorsements are as follows: 

Special Indorsement. — Specifies the person to whom or to 
whose order the instrument is payable. The indorsement of the 
one named is necessary to the further negotiation of the instru- 
ment, except that if the instrument was made payable to bearer 
or indorsed specifically to bearer prior to the special indorsement, 
it may be negotiated by delivery; but the person indorsing speci- 
ally is liable as indorser to only such holders as make title 
through his indorsement. 

Blank Indorsement . — 'No indorsee is specified, only the name 
of the indorser being used. Such an instrument may be negotiated 
by delivery. The holder may convert a blank indorsement into a 
special indorsement by writing the necessary words over the sig- 
nature of the indorser. 

Restrictive or Qualified Indorsement. — (a) Prohibits the 
further negotiation of the instrument (pay to John Smith only) ; 
or (b) makes the indorsee the agent of the indorser (pay to the 
order of the First National Bank, for collection, deposit, etc.) ; or 
(c) gives title to the indorsee in trust for or to the use of some 
other person (pay to A for the account of B). The mere absence 
of words implying power to negotiate does not make an indorse- 
ment restrictive. Checks and drafts deposited with a bank for 
collection are generally indorsed as in (b) . 
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A restrictive indorsement gives the indorsee the right (a) to 
receive payment of the instrument, (b) to bring any action on 
the instrument that the indorser could bring, and (c) to transfer 
his rights as such an indorsee where the form of the indorsement 
authorizes him to do so. But all subsequent indorsees acquire only 
the title of the first indorsee under a restrictive indorsement, and 
cannot be holders in due course. 

Qualified Indorsement. — ^Passes title without making the in- 
dorser liable on the instrument except as an assignor. The words 
“without recourse” are usually added to the indorser’s signature. 
The negotiability is not affected by such an indorsement. 


LIABILITY OF PARTIES TO A NEGOTIABLE 
INSTRUMENT 

Liability o£ the Maker. — ^The maker is primarily liable to pay 
the note according to its terms. He admits the existence of the 
payee and his capacity to transfer the instrument by indorsement. 
No steps are necessary to fix the liability of a maker of a note. 
Suit may be brought at once without presentment if the note is not 
paid at maturity. 

Liability o£ the Drawer. — ^The drawer may insert in the instru- 
ment an express stipulation negativing or limiting his own liability 
to the holder, but in the absence of such express stipulation he: 

1. Admits the existence of the payee and his authority to indorse and 

negotiate the bill of exchange 

2. Engages to pay the instrument if, after being presented to the 

drawee for acceptance or payment, it is dishonored and the 
proper steps of notice and, m some cases, protest are taken. 

Liability o£ the Drawee. — ^The drawee is not liable on a bill of 
exchange until he accepts it, but he may be liable to the drawer 
for damages for non-acceptance if he thereby violates a contract 
and injures the credit of the drawer. Since a negotiable instru- 
ment cannot be limited to a particular fund, a bill of exchange 
is not an assignment of funds but is drawn upon the general credit 
of the drawee. 
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Liability of the Acceptor —The acceptor by accepting the 
instrument: 

1. Engages to pay the instrument accordmg to the terms of the 

acceptance. 

2. Admits the existence of the drawer, the genuineness of his signa- 

ture, and his capacity and authority to draw the mstrument 

3. Admits the existence of the payee and his capacity to negotiate 

the instrument by mdorsement. 

Liability of the Indorser. — ^Every person negotiating an instru- 
ment warrants: 

1. That the mstrument is genuine and in all respects what it purports 

to be. 

2. That he has a good title to it. 

3. That all pnor parties had capacity to contract; except that this 

warranty does not apply to persons negotiatmg pubhc or cor- 
porate securities other than bills or notes. 

NOTICE OF DISHONOR AND PROTEST OF A 
NEGOTIABLE INSTRUMENT 

When a negotiable instrument has been dishonored by non- 
acceptance or non-payment, notice of the dishonor must be given 
to the drawer and to each indorser in order to hold them liable on 
the instrument, except in certain instances. The notice may be 
written or oral. 

A foreign bill of exchange, i.e., one which is not both drawn 
and payable within one state, must be protested if it is dishonored 
for non-acceptance or for non-payment if not previously protested 
for non-acceptance, in order to hold the drawer and indorsers 
liable. If a bill does not appear on its face to be a foreign bill, 
protest is unnecessary. Promissory notes need not be protested. 
The protest is a formal statement made under the hand and seal 
of a notary public, or any respectable resident of the place where 
the bill is dishonored, in the presence of two or more credible wit- 
nesses. It must specify: 

1. The time and place of presentment, 

2. The fact that presentment was made and the manner in which it 

was made. 

3. The cause or reason for protestiug the bill. 

4. The demand made and the answer given, if any, or the fact, that 

the drawee or acceptor could not be found. 
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LEGAL INTEREST 

RATES 


Legal Kate 

Maximum Kate Permitted 

State 

of Interest 

by Agreement 

Alabama 

6% 

8% 

Arizona 

6 

10 

Aikansas 

6 

10 

California 


12 

Colorado . 

8 

12 On amounts to $300 and 
any agreed rate above 
this amount 

Connecticut 

6 

12 

Delaware 

6 

6 

District of Columbia 

6 

8 

Florida 

8 

10 

Georgia 


8 

Idaho 


10 

Illinois 


7 

Indiana 

6 

8 

Iowa 

6 

8 

Kansas 

6 

10 

Kentucky 

6 

6 

Louisiana 

5 

8 

Maine 

6 

Any rate parties may agree to 

Maryland 

6 

6 

Massachusetts 

6 

Any rate parties may agree to 

Michigan 

6 

7 

Minnesota 

6 

8 

Mississippi 

6 

8 

Missouri 


8 

Montana 

8 

10 

Nebraska 


10 

Nevada 


12 

New Hampshire . . . 

6 

Any rate parties may agree to 

New Jersey 

6 

6 

New Mexico 

6 

12 On unsecured loans 

10 On secured loans 

New York 

6 

6 No restriction on demand 
loans above $5,000 se- 
cured by collateral 

North Carolina .... 

6 

6 

North Dakota 

6 

9 

Ohio 

6 

8 

Oklahoma 

6 

10 

Oregon 

6 

10 

Pennsylvania 

6 

6 

Ehode Island 

6 

30 

South Carolina 

7 

8 

South Dakota 

7 

10 

Tennessee 

6 

6 

Texas 

6 

10 

Utah 

8 

12 

Vermont 

6 

6 

Virginia 

6 

6 

Washii^ton 

West Virginia 

6 

12 

6 

6 

Wisconsin 

6 

10 

Wyoming 

7 

10 ^ 
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Legal interest is the rate prescribed by law which will prevail 
in the absence of a special agreement between the parties. Law- 
ful interest is any rate agreed upon up to the maximum fixed by 
statute. Charging a rate beyond this maximum is usury. 

The table which appears on the preceding page gives the legal 
and maximum lawful rates of interest as prescribed in the several 
states. 


STOCK RIGHTS AND THEIR VALUE 

Nature of Stock Rights. — stock right is the privilege ac- 
corded stockholders of participating in a new issue of stock or 
in a further issue of stock already outstanding. This right of 
preemption attaches to the common stock and may also attach 
to the preferred. The offering price of the stock is usually fixed 
below the market value of that outstanding. To the extent that 
the market price of the stock is in excess of the offering price, 
this issue of additional shares is equivalent to a stock split-up. 
Stock rights are generally evidenced by transferable warrants in 
the form of engraved certificates. 

Value of Stock Rights. — ^The privilege accorded stockholders 
to subscribe for shares at less than the market price of the shares 
has naturally value. This value tends to maintain in the market 
such a relation with the value of the stock that the two are on a 
parity with each other, in the sense that it is immaterial to one 
whether he purchases the old stock or purchases stock rights and 
subscribes for the new shares. This tendency is the result of the 
arbitraging operations of stock brokers who are quick to take 
advantage of any departure in either direction from this parity 
relationship. Thus, if the stock is selling above their parity with 
the rights, they will sell the stock short, purchase rights, subscribe 
for new stock, and deliver the latter to cover their short commit- 
ment. Such transactions tend to bring the stock and the rights 
to a closer parity relationship. 

^ The parity value of stock rights when they are quoted rights 
is calculated according to the following formula, in which m is the 
market value of the stock, s the subscription price of the new, 
and r the number of shares which a stockholder must have to 
entitle him to subscribe to one new share. 
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771 ”*** 8 

Parity value of right = - 

Example. Assume that on July 8, 19- a company offers stockholders 
the privilege of subscnbmg to one share of common stock for every two 
held at $26 a share, and at the moment the stock is selling in the market 
at $50. The parity value of a right is: 

50 - 26 _» 

2 + 1 ^ 

When the stock sells ex-rights, the formula is: 

Parity value of right = — 

In practical arbitraging, however, account is taken, in figuring 
the parity value of a right, of sundry other factors of income 
received and expense incurred in connection with such operations, 
as brokerage charges, interest, dividends, etc. 

BONUS STOCK AND STOCK UNITS 

Bonus Stock. — ^Bonus stock is stock, usually common shares, 
offered as a bonus with bonds and preferred stock in order to 
encourage the purchase of the latter on the part of investors. 
Stock is also issued as a bonus to managers and other employees 
under an agreement, for example, that they are to receive, in ad- 
dition to their regular salaries, in every year in which the profits 
amount to a certain sum or more, a bonus of a certain amount 
payable in the stock of the corporation. 

Bonus stock issued with bonds and preferred stock may consist 
of a share or several shares or a fraction of a share with each bond 
or preferred stock sold to investors. 

Stock Units. — Stock units are analagous to an offering of bonus 
stock and consist of a combination offering of a certain number 
of shares of preferred and common shares for a stated price. 
Thus a company may offer to sell its preferred and common stock 
in units consisting each of one share of preferred and two shares 
of common for $50 per unit. The stock units as originally issued 
may be the actual certificates for the preferred and common shares, 
respectively; or both issues may be represented by one temporary 
certificate, called ^'allotment certificate.” Year or so later, or 
whatever the stipulated period may be, the allotment certificates 
are exchanged for the deWtive stock certificates. 
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STOCK DIVIDENDS— NATURE AND PURPOSE 

A stock dividend is one payable in the stock of the corporation 
declaring it. If it is in stock with par value, the effect of the 
dividend is to transfer from surplus to capital stock the aggregate 
amount of par value of the new shares. If the stock is without 
par value, the amount of surplus thus capitalized may be the stated 
value of the outstanding shares times the number of new shares, 
or it may be some arbitrary amount, depending partly upon the 
law of the state in which the company is incorporated. The 
essence of a stock dividend is this capitalization of the surplus, 
and without such capitalization the issue of the stock amounts 
to merely a stock split-up — ^the same amount of capital stock 
being represented by an increased number of shares. In the case 
of no-par value shares not having a legally enforceable stated 
value, a certain amount of surplus may be capitalized without 
issuing any additional shares, the effect being merely to increase 
the stated or carrying value of the old, outstanding stock. 

Purposes o£ Stock Dividends. — ^The reasons for the declara- 
tion of stock dividends are as follows: 

1. To increase the capital stock, which is the margin of safety re- 

sented for the protection of creditors and thus provide a 

broader basis for the conduct of an expanding business. 

2. To reduce the size of shares having a high market value and 

broaden the market activity in them. The same purpose, how- 
ever, can be achieved by a stock split-up 

3. To conceal from the general public increased cash dividends by 

paying the same rate upon a great number of shares. 

4. To conserve cash by declanng stock dividends periodically m lieu 

of cash dividends. 

5. To save the federal income surtax payable on cash dividends inas- 

much as stock dividends are not so taxable. 

Stock Dividend Not Income. — ^In cases involving disposition 
of trust funds as between the life-tenant, entitled to the income 
of the trust fund, and the remainderman, entitled to the principal 
upon the death of the life-tenant, courts have consistently followed 
the rule that a stock dividend is not income, since the recipient 
is no better off than he was before. The United States Supreme 
Court in Eisner v Macomher has adopted the same rule with 
reference to the federal income tax. Taxpayers are, therefore, not 
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obliged to report stock dividends as income in their returns. 
Many investment companies, however, treat stock dividends which 
they receive periodically in lieu of cash dividends as income in 
reporting their earnings for general corporate purposes. The occa- 
sional large stock dividends, however, are not so treated. 


TREASURY STOCK AND BALANCE SHEET TREATMENT 

Treasury stock is stock once issued, as fully paid and non- 
assessable, which has come back into the possession of the issuing 
company. It is reacquired in various ways, of which the most 
common are the following: 

1. By purchase 

2. Through donation 

3. By forfeiture of the stock 

4. In payment of a debt due the company 

Treasury stock is still issued though no longer outstanding 
stock. Unissued stock*, whether or not reserved for particular 
purposes, is not treasury stock. Neither is stock in another com- 
pany purchased and held as an investment or for purposes of 
control. Treasury stock may be resold by the directors at any 
price, even below its par, and it will still remain fully paid and 
non-assessable. It is not an asset and should not be treated as 
such on the balance sheet — ^least of all lumped with the current 
assets. It should be carried on the balance sheet as a deduction 
either from capital stock or from surplus. The latter is legally 
the more correct method in many states, in view of the statutes 
and court decisions requiring that treasury stock when purchased 
be paid for ''out of surplus,” or "without impairing the capital 
stock.” 


STOCK PURCHASE WARRANTS 

Stock purchase warrants, also known as stock option warrants, 
or simply option warrants, are commonly attached to bonds, 
short-term notes, preferred stock, and at times to common stock, 
and entitle owners of these securities to purchase, usually, shares 
of common stock, in a stated ratio to their holdings, at a certain 
price per share, and within a stated period of time. The purpose 
of the warrants is to make the bonds or stock they are attached 
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to a more attractive purchase to investors. The holders of securi- 
ties with warrants have not only the greater security that goes 
with a bond or preferred stock, but they will also have the oppor- 
tunity to participate in any speculative profits the future may 
bring the common stockholders by exercising the option repre- 
sented by the warrants. 

Stock purchase warrants are either detachable or non-detach- 
able. If the former, they are separately negotiable and have an 
individual market, their price, however, rising and falling in 
sympathy with the stock issuable upon the exercise of the war- 
rants. If the warrants are non-detachable, there is no separate 
market for them, their value remaining merged with that of the 
bond or stock to which they are attached. The warrants are some- 
times issued as independent instruments, unattached to any 
security, either by way of compensating underwriting bankers for 
the flotation of bond or stock issues in reorganization of failed 
concerns. 

FRACTIONAL SHARES AND STOCK SCRIP 

Stock scrip refers to instruments of a temporary nature issued 
to represent fractional shares, which it is desired to retire as soon 
as possible. Issue of fractional shares by corporations is a fre- 
quent occurrence owing to such corporate transactions as stock 
dividend declarations, issue of stock rights, stock split-ups, stock 
and bond conversions, recapitalizations, mergers, consolidations, 
purchase of assets as an entirety, and reorganizations, all of which 
may give rise to such fractional interests. A corporation, for 
example, may declare a stock dividend of l/50th of a share. 
Unless a stockholder happens to hold 50 shares or an exact mul- 
tiple of 50, he will receive a fractional share in addition to a cer- 
tain number of whole shares. 

As it is found desirable to retire fractional shares as soon as 
possible, one of the methods of doing this is by issuing scrip cer- 
tificates. These certificates are transferable by mere delivery, 
have no voting power, and only occasionally are they entitled to 
dividends or interest, payable when they are surrendered. Pro- 
vision is made for the early retirement of the scrip by exchanging 
whole shares for certificates aggregating that number of shares. 
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Other taethods of dealing with fractional shares is to make a 
cash adjustment instead of issuing them, or by permitting stock- 
holders to accumulate credits for fractional shares until they 
amount to full shares. 


STANDARD METHODS OF GRAPHIC PRESENTATION 

Graphic presentation consists in the use of curves to show the 
relationship between two or more variable quantities. Graphs 
may be used to show the occurrence of a series of events or a 
tendency during time, or they may be used to show the facts with 
regard to a variable condition as at a given point in time. 

The Joint Committee on Standards for Graphic Presentation 
(Willard C. Brinton, chairman) , which was appointed by certain 
scientific associations and governmental offices, formulated seven- 
teen suggestions. These have by accepted practice become the 
standard working rules and as such are given, together with illus- 
trative charts (Figs. 1-17), below and on following pages. 


PopulaHpn 



Fig. 1 The general arrangement of a 
diagram should proceed from left to right. 
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Fza 2. Where possible represent quan- 
tities by hnear measurements as areas or 
volumes are more likely to be mism- 
terpreted 
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Fig 3. For a curve the vertical scale, 
whenever practicable, should be so selected 
that the zero line will appear on the 


Fzg 4 If the zero line of the vertical scale 
will not normally appear on the curve dia- 
gram, the zero Ime should be shown by the 
use of a horizontal break in the diagram. 
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Fio. 6 For curves having a scale representing percentages, it is usual to emphasize in 
some distmctive way the 100% line or other line used as a basis of comparison. 


L 



Fig. 7. When the scale refers to dates, and 
the penod represented is not a complete 
unit, it IS better not to emphasize the first 
and last ordinates, since such diagram does 
not represent the beginning or end of time. 


PopufOITen 



Fig. 8. When curves are drawn on loga- 
rithmic coordmates, the limitmg hnes of 
the diagram should each be at some power 
of ten on the logarithmic scales. 
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» Year * 


It is advisable not to show any more coordinate lines than necessary to gui de 
the eye m reading the diagram 
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Papulahen 



Fig. 10. The curve lines of a diagram 
should be sharply distmguished from the 
nilmg 


POPUUTION 




Fig. 11 In curves representmg a senes of observations, it is advisable, whenever pos- 
sible, to mdicate clearly on the diagram all the points representmg the separate observa- 
tions. 


Pppuloiiqp 



Fig 12. The horizontal scale for curves 
should usually read from left to nght and 
the vertical scale from bottom to top. 


POPULATION 


GAIN OR 


LOSS 




Fig. 13 Figures for the scales of a diagram should be placed at the left and at 
the bottom or along the respective axes. 
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Pig 14 It IS often desirable to include m the diagram the numerical data or formula 
represented. 


^epuloHon 
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60,000.000 
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Year 




1 

Populotion 

liliilli 

17,069,453 
23,I9},876 
31,443, 32^ 
38.550.37i 
50,155,783 
62,622,250 
75; 994,575 
51.972,266 


Fig. 15. If numencal data 
are not mcluded m the dia- 
gram, it 18 desirable to give 
the data m tabular form 
accompanymg the diagram. 



Fig 16. All lettermg and all figures on a 
diagram should be placed so as to be easily 
read from the base as the bottom, or from 
the nght-hand edge of the diagram as the 
bottom. 



ALUMINUM CASTINGS OUTPUT OP 
PLANT NO 2, BY MONTHS, 1914. 

OUTPUT GIVEN IN SHORT TONS. 

SALES OF SCRAP ALUMINUM 
ARE NOT INCLUDED. 

Fig. 17 The title of a diagram should be 
made as dear and complete as possible. 
Subtitles or descriptions ^ould be added 
if necessaiy to msuie dearness. 
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WEIGHTS AND MEASURES— UNITED STATES 


TROY WEIGHT 

24 grains = 1 pennyweight 12 ounces = 1 pound 

20 pennyweights = 1 ounce 

APOTHECARIES' WEIGHT 
20 grains = 1 scruple 8 drams = 1 ounce 

3 scruples = 1 dram 12 ounces = 1 pound 

The ounce and the pound in this system are the same as in troy weight. 
AVOIRDUPOIS WEIGHT 


2711 

grains = 1 dram 
drams = 1 ounce 

4 

quarters = 1 hundredweight 

16 

2,000 

pounds = 1 short ton 

16 

ounces = 1 pound 

2,240 

pounds = 1 long ton 

25 

pounds = 1 quarter 

DRY MEASURE 


2 

pints = 1 quart 

4 

pecks = 1 bushel 
bushels = 1 chaldron 

8 

quarts = 1 peck 

36 



LIQUID MEASURE 

4 

gills = 1 pint 

31% 

gallons = 1 barrel 
barrels = 1 hogshead 

2 

pints = 1 quart 

2 

4 

quarts = 1 gallon 

16 

fluid ounces = 1 pint 



TIME MEASURE 


60 

seconds = 1 minute 

28, 29, 30. or 31 days = 1 

60 

minutes = 1 hour 


calendar month 

24 

hours = 1 day 
days = 1 week 

365 

days = 1 year 

7 

366 

days = 1 leap year 



LONG MEASURE 


12 

inches = 1 foot 

40 

rods = 1 furlong 

3 

feet = 1 yard 

8 

furlongs = 1 standard mile 

6% yards = 1 rod 

3 

miles = 1 league 



CLOTH MEASURE 


2% inches = 1 nail 

4 

quarters = 1 yard 

4 

nails = 1 quarter 



SQUARE MEASURE 

144 square inches = 1 square foot 40 square rods = 1 rood 

9 square feet = 1 square yard 4 roods = 1 acre 

30% square yards = 1 square rod 640 acres = 1 square mile 

SURVEYORS' MEASURE 

7 92 inches = 1 link 4 rods = 1 chain 

25 links = 1 rod 

10 square chains or 160 square rods 
= 1 acre 

640 acres = 1 square mile 
36 square miles (6 miles square) = 

1 township 

CUBIC IdEASURE 

1,728 cubic inches = 1 cubic foot 128 cubic feet = 1 cord (wood) 

27 cubic feet = 1 cubic yard 40 cubic feet = 1 ton (ship- 

2,150.42 cubic inches = 1 standard bushel pmg) 

231 cubic inches = 1 standard gallon 
(liquid) 

1 cubic foot = 4/5 of a bushd 
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STATES MONEY— JULY 31, 1934 


'TBCAaUBY 

1 MONEY OUTSIDE OF THE TREASURY | 

POPULATION OP 
CONTINENTAL 
UNITED states 
(ESTIMATED) 

■fItIdrorVMMI 
Ouarre Banks and 
Aaonls 


[mi 

ReldbjFedsMl 

ReMtreBMikBSBd 

Aseats* 

1a ClrciibitlNi ^ 




•$2,698,268,510 




■■ 


M(S4,12:^,810) 


$954,364,019 

$808,626,470 


Bm 

mHwii 

0,374.121 

36,061.270 

4.709,266 


.24 






(1,212,480) 

494.730,829 

95.752,515 

398,078,314 

8.15 



1.188,424 

1,188.424 

.01 



5,425,173 

292,613.388 

12,604,820 

280,009,068 

2.21 



8,635,173 

124, 419. 196 

8,508,625 

120,910,571 

M 



3, 145, 640 

343.535,376 

66, 231.573 

277,303,803 

H 



15,942,650 

3,351,559,805 

307,136,060 

3,044,423,745 

M 



3,644,119 

148,067,944 

15, 116,765 

132,951, 179 




19,320,025 

922,464.200 

37,643,555 

884.820,645 






•(4,121,386,810) 

^.758.655,711 

«6, 668, 504, 451 

1,351,329,149 

5,317,175.802 

41 99 

126.637,000 

9% 990, 055, 310 

§ 

1 

1 

$6,679,455,159 

$1,305,985,407 

$5,373,469,752 

$4146 

126,564,000 

1,753.153.896 

181,164,007 

7,924,906,683 

2,295,054,157 

5,629,852.526 

44.76 

125.766,000 

1,212,860.791 

352,850,336 

6,761,430,672 

1.063,216^060 

5.698,214.612 

53.21 

107,098.005 


117,350,216 

5,12(^267,436 

953,321,522 

4,172.945.914 

40.23 

103,718,000 


188,390,925 

3,459,434,174 


8,459,434,174 

34.93 

09,027,000 


90,817.762 

816,260.721 



816.266,721 

16 92 

48,231.000 


Note —Gold certificates are secured dollar for dollar by gold hold in the Treasury for their redemption for 
uses authorized by law, silver certificates are secured dollar for dollar by standard silver dollars held in the 
Treasury for their redemption (or by silver bullion), United States notes and Treasury notes of 1890 are secured 
by a gold reserve of $156,039,431 held in the Treasury Treasury notes of 1800 are also secured dollar for 
dollar by standard silver dollars held in the Treasury: these notes are being canceled and retired on receipt 
Federal Reserve notes are obligations of the United States and a first lien on all the assets of the issuing Federal 
Reserve bank Federal Reserve notes are secured by the deposit until Federal Reserve agents of a like amount 
of gold certificates or of gold certificates ana such discounced or purchased paper as le eligible under the terms 
of the Federal Reserve Act j>r, until March 3, 1035, of direct obligations of the United States if so authonzed 
by a majority vote of the Federal Re$er\e Boaid Federal Res^e banks must maintain a reserve m gold 
certificates of at least 40 percent, induding the redemption fund uliich must be deposited with the Umted 
States Treasurer, against Federal Reserve notes m actual circulation Federal Reser\ e bank notes are secured 
by direct obligations of the United States or commercial paper, e\cept uhere lawful money has been deposited 
with the Treasurer of the United States for their retirement National bank notes are secured by United 
States bonds except where lawful money has been debited with the Treasurer of the United States for their 
.retu^ment A 6 percent fund is maintained m lawful money with the Treasurer of the United States for the 
redemption of national bank notes and Federal Reserve bank notes. 
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STANDARD TIME 

(When it is 12 o’clock noon in the Eastern Time Belt, it is 11 o’clock in the 
Central Time Belt, 10 o’clock m the Mountain Time Belt, and 9 o’clock in 
the Pacific Time Belt.) 



Standard Time in Various Cities of the World 

At 12 o’clock noon Eastern Standard Time m the United States, the time 
in foreign countries will be as follows: 


Aden 

.. 8.00 PJiI. 

Alexandria . 

. 7.00 

tt 

Amsterdam 

. 5 20 

it 

Athens .... 

. 7.00 

(t 

Berlin .... 

. 6 00 

t€ 

Berne 

. 6 00 

tt 

Bogota .... 

.12.03 

tt 

Bombay ... 

.10 30 

tt 

Bremen ... 

. 6 00 

it 

Brussels . . 

. 5 00 

tt 

Constantinople 7 00 

tt 

Copenhagen . 
Dublin ... . 

. 6 00 
. 435 

tt 

It 


Hamburg .... 6 00P.M. 

Havana 11.31AM. 

Havre 5 00 P M. 

Hongkong* . . 1 00 A. M. 
Honolulu .... 6.30 “ 

Lima 12 00 M. 

Lisbon 4.24 P.M. 

Liverpool ... 5 00 " 

London 5 00 “ 

Madrid 5.00 " 

Manila* 100 AM. 

Melbourne* . 3 00 “ 

Mexico City. .10.24 " 


Natal 

. 700PM. 

Pans 

. 5.00 " 

Leningrad . 

. 7.01 " 

Rio de Janeiro 2,00 " 

Rome 

. 6.00 " 

Santiago 
(Chile) .. 

.12 00 M. 

Sitka, Alas.. 

. 7.00 A Jil. 

Stockholm .. 

. 6.00 PJVT. 

Vienna . . . . . 

.6 00 " 


Yokohama* .. 2.00 AM, 


At those cities marked with an asterisk (*) the time noted is m the morning 
of the following day. 
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BUSINESS ORGANIZATION— VARIOUS TYPES 

The four elemental types of industrial organization are as 
follows; 

1. Line or mihtary organization 

2. Functional organization 

3. Line and staff organization 

4. Committee organization 

It is unlikely that any one of these can be found in manufac- 
turing in its simple arrangement, as the organization of industrial 
enterprises is a composite of various forms, the particular way in 
which they are combined and their relative importance being de- 
pendent upon the existing situation. 

Line or Military Organization, — ^This is the oldest and most 
natural form, being based on ancient military organization. In 
this form of organization, the lines of authority are all vertical, 
from superior to subordinate, extending from general manager to 
workman. Duties and responsibilities may be deputized from 
general manager to superintendent and from superintendent to 
foreman. No workman owes duty to or is held responsible by 
any foreman except the one immediately over him. Subdivisions 
are such that mental and manual labor required of men on the 
same organization level is approximately the same. 

Functional Organization. — ^The functional form of organiza- 
tion has been developed to make the greatest use of expert knowl- 
edge and advice. Mental and manual work are subdivided and 
deputized. The lines of authority and instruction pass from each 
adviser to every functional foreman, and from each functional 
foreman to every workman. Duties of the foreman may be quite 
different, for each may have charge of but a certain aspect of the 
work. A pure example of functional organization is rare among 
industries. 

Line and Staff Organization. — This arrangement combines 
features of both line and functional types. The following form 
shows the general plan as it is used in most industrial plants of 
any size. Primary functional divisions are into sales, engineering, 
manufacturing, and finance. Heads of these four divisions are 
equal in authority. Each has certain line duties and responsibil- 
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ities. On the other hand, each has certain advisory or staf 
tions. For illustration, treasurer and chief engineer give 
and instructions to the factory superintendent. Upon the 
intendent are functionalized several departments, while t 
signer, order clerk, and chief inspector give advice to th 
foreman. Lines of authority and responsibility are verti 
line executives having least complex duties, and spread froi 
adviser to line executive wherever expert knowledge and c 
are needed. 

Committee Organization. — ^This is a modification of li 
staff type where advisory functions are exercised by comn 
Committee organization is often set up into what is known 
manufacturing committee, consisting, for example, of the i 
manager, the production manager, purchasing agent, two 
intendents, chief engineer, general manager of manufacturii 
chief cost accountant. Management under committee f< 
organization is often based upon recommendations of ac 
committees, appointed by the general manager to study par 
problems or phases of operations. From a slightly di 
point of view, committee management is by a group of fun^ 
executives or department heads rather than by a single ^ 
executive. It is more apt to be found in medium-sized cc 
than in those that are larger or smaller. Where committee < 
is found, it is apt to be a substitute for some capable ex^ 
who has left the organization and has not been replaced. 


ORGANIZATION CHART OF A BUSINESS 

An organization chart shows graphically the relations 
functions and the flow of authority and responsibility wi 
business enterpnse. It brings out clearly the organizatic 
various divisions and departments, and the relations whic 
between the various divisions, departments, and the indii 
manning them. Organization charts can be of great ass 
also in planning the set-up of new concerns and in reorgi 
old ones, A typical organization chart of a manufacturin. 
pany, suggested by Cornell (^‘Industrial Organization and 
agement”) , is shown on the following page. 
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ORGANIZATION MANUAL OF A BUSINESS 

The organization manual may be defined as a manual of the 
rules and regulations governing the relationships of its personnel. 
There are two classes of manuals: 

1. The policy manual which contains general information regard- 

ing the company as a whole. 

2. The department write-up which applies only to a given depart- 

ment and serves as the specifications lor the scope of the 
department, its function and duties. Such a write-up is an 
important factor in organization work and should be made for 
each department. 

The following gives an idea of what should be included in the 
latter type of manual: 

(a) Concise statement or description of the function and its 

scope. 

(b) Name and location of the department. 

(c) Title of the department head. 

(d) General duties of the department. 

(e) Specific duties of the head of the department. 

(f) Opportunities of service — ^with other departments and 

with the company as a whole 

(g) A list of the divisions of the department. 

(h) For each division listed should be given name, function, 

title of division head, duties of the division and specific 
duties of the head of the division, opportunities of serv- 
ice and a list of the sections in the division. When 
necessary, each section may be similarly treated. 


MANUFACTURING COSTS— TYPES OF ACCOUNTING 
SYSTEMS 

Definition o£ Cost Accounting. — ^In a broad sense any system 
of accounting that attempts to determine the cost of a unit of 
output, operation, function, or other unit of cost is cost account- 
ing. The elements composing manufacturing cost are: 

1. Direct material costs — ^used directly in producing the product 

and therefore directly chargeable to a specific unit of the 
product. 

2. Direct labor costs — chargeable directly to the specific cost unit. 

3. Manufacturing overhead, burden, or expense— incurred for the 

productive process as a whole and chargeable to cost units only 
indirectly, on some more or less arbitrary basis. 
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Various systems of cost accounting as described in the “Ac- 
countants' Handbook” are as follows: 

j 

Job Order Cost System. — ^This method of cost accounting is 
found in companies doing special work or manufacturing to order, 
as contractors, machine shops, and foundries. With the use of 
this system an order number is assigned to a particular job, to 
which is charged all materials used in the job, the direct labor 
collected from time tickets, and the overhead distributed on a 
selected basis. All the costs of manufacturing the job are thus 
brought together in one place, and their total divided by the 
number of units in the job gives the unit cost. The same principle 
applies to repair work or any custom-made articles. 

Class Cost System. — ^This method of cost finding is of relatively 
restricted use. It assumes that the product having similar costs 
but varying according to some common factor can be grouped into 
classes, and the cost of the class apportioned to the units on the 
basis of this common factor. It is similar to the job order method 
where a class of products is taken as the job or order. In some 
foundries, for example, castings of like weights cost practically 
the same. Such industries find it much less expensive and prac- 
tically as accurate, to use the class in lieu of the job order system. 

Operation Cost System.— This system involves calculating the 
costs of performing certain operations through which much of 
the product passes. By adding to the material cost of the product 
the costs of the several operations through which it passes, the 
total cost of the completed product can be calculated. An advan- 
tage of this system is the despatch with which it can be applied 
and its value in estimating new work. It assumes that all units 
passing through the same operation cost the same, the average 
cost. 

Process Cost System.— This system is used when the product 
is manufactured as a result of a sequence of continuous operations 
in which it is not handled in separate lots but is intermingled in 
such a way that different lots cannot be distinguished. The system 
differs materially from the other methods. It does not deal with 
a specific order or quantity, as does the job order method; it is 
not a combination of different items into a class as in the ftlggg 
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cost method; nor does it yield the cost of any individual operation 
as in the case of the operation cost method. It involves the com- 
bination into a ^^process” of a number of operations, none of which 
are separately measurable. The process stops for cost and meas- 
urement purposes at the first point where measurement is possible. 
In industnes such as oil refining, paper manufacture, and by- 
product industries generally, where the product goes through a 
number of processes in which all units are similarly treated and 
are not separately distinguishable after each process, this method 
of costing is applicable. The classification of costs into prime and 
indirect costs has very little value under this method of costing. 


FACTORY PRODUCTION COST— PROCEDURE IN 
COMPILING 

Compiling Cost of Production — Simple Assembly Product. 
— ^First form on page 242 diagrams the method of compiling cost 
of a simple assembly product. It is assumed that parts “a,’' 
and “c” are purchased outside and placed in raw material stores 
until needed for production. After a lot has gone through the 
various processes of assembly, the product is placed in finished 
goods warehouse pending sale. 

The diagram, taken from Gillespie, ‘Introductory Cost Ac- 
counting,” shows that the cost “flows” from raw materials accounts 
(on the left) to finished goods accounts (on the right). This flow 
is analagous to the movement of the physical materials from raw 
materials stores through the various operations of the factory and 
finally to the finished goods warehouse. The diagram illustrates 
the following procedure: 

1. Record cost of raw materials received in materials ledger. This 

ledger contains a card or account for each type of material 
received. The appropriate ones are charges for the cost of 
quantities of matenals received, 

2. Draw requisitions as materials are required for lots of product 

being manufactured. Requisitions show (a) description and 
quantity of materials needed, (b) cost, and (c) the number of 
the job upon which they are to be used. After the materials 
have been issued, credit materials accounts and charge the 
cost sheet for the cost of materials as shown by requisition. 
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3. Record on time tickets number of hours which each (direct) 

worker spends on each job, day by day. Apply rates of pay 
to determine the cost of the labor. Enter the amount charge- 
able to each job on its cost sheet. 

4. Apply factory expense by means of the predetermined rate (or 

rates). Hours spent upon the job multiplied by factory ex- 
pense rate — factory expense applicable to the job. 

5. Determme factory cost by addmg all charges for materials, labor, 

and factory expense accumulated on the cost sheet. 

6. Compute the umt cost for the lot. Unit cost == factory cost -5- 

number of units produced. 

7. Record factory cost of the lot in the finished goods ledger. This 

ledger is similar in arrangement to the materials ledger. It 
contams an account for each type of goods manufactured. The 
appropriate account is charged for cost of the completed lot. 

Compiling Costs — Manufacture of Parts and Immediate 
Assembly. — ^Assume that the factory produces parts “b” and “c” 
as required for immediate assembly, the former in Department 
and the latter in Department “C.” Part ‘^a” is purchased 
outside and stored until needed. The second diagram opposite 
illustrates the arrangement of the cost sheets. 

When a lot of 20 units of product is to be manufactured, De- 
partment is instructed (by production order) to produce 40 
units of ‘h” and Department ‘‘C” to make 40 units of “c.” A parts 
cost sheet is set up for each of these departmental orders. (See 
cost sheet for parts ‘h” and cost sheet for part ‘'c” below.) 

The parts are to be delivered to the assembly department, which 
is instructed to assemble them into 20 units of the product “X.” 
An assembly cost sheet is drawn to compile cost of assembly. 

This diagram also shows that — 

1. Parts and "c” are costed as separate products: the cost 

sheet for each is charged for its own materials, labor, and 
factory expense. Factory expense rate for part “b” is based 
upon factory expense charged to Department ‘B”; rate for part 
"c” is based upon that charged to Department “C.'' 

2. An assembly cost sheet is filled out, the cost of parts 'h” and 

being, however, taken from cost sheets B2 and 02, respectively. 
The cost of part ^^a,” taken from raw materials stores, is 
obtained from requisitions. Labor cost is obtained from time 
tickets of the assembly department, and factory expense is 
based upon a rate for that department. When cost sheet is 
completed proper accoimt in finished goods ledger is charged. 
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Compiling Costs — Parts Manufactured and Stored for Later 
Assembly. — ^Diagram on page 244 illustrates the arrangement of 
ledgers and cost sheets where the factory buys part “a” outside 
and produces parts “b” and “c,” storing all until required for pro- 
duction. A component parts ledger is maintained to show the 
value of parts on hand at a given time. This ledger contains an 
account for each part being manufactured. As quantities of parts 
^'b” and '^c” are finished, the cost sheets are completed and the 
appropriate component parts accounts are charged. 

When a quantity of the major product (Product “X'') is being 
assembled, an assembly production order is issued, and an assem- 
bly cost sheet is prepared. This is charged with (1) cost of part 
^^a” taken from raw materials stores, (2) cost of parts “b” and ^'c” 
taken from component parts stores, (3) labor shown by assembly 
department time tickets, and (4) factory expense by assembly 
department rate. 

COST SHEET IN FACTORY ACCOUNTING 

The cost sheet is a detailed record on which the costs, including 
distributed manufacturing expense, incurred in a particular cost 
unit, are accumulated. Separate cost sheets may be issued for 
each department in which the work is to be fabricated, or a single 
production cost sheet may be used for the entire cost of the job 
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in the case of the job order cost system, the costs being separated 
in the sheet by departments as shown below. Space is provided 
in each case for the dijEferent cost elements. 

Where process, class, or operation cost systems are employed, 
the cost sheets are set up by department, class of production, or 
operation rather than by specific lot of product. Separate cost 
sheets are used for each department, class, or operation, usually 
with provision for separation of the manufacturing elements. 


FACTORY OVERHEAD EXPENSE— PROCEDURE IN 
COMPILING 

Factory expense is applied to completed cost sheets by means 
of a predetermined rate. This is necessary because it is imprac- 
ticable to charge the various jobs for specific items of factory 
expense such as power or depreciation on machinery. In practice, 
factory expense rates for a given month may be calculated at the 
beginning of the month, on the basis of estimated factory expenses. 
As lots of production are completed during the month, the esti- 
mated rates are applied to the cost sheets. At the same time, 
it is necessary to keep track of factory expense actually incurred 
by the factory. The management must know whether it is in- 
curring too much (actual) factory expense. There are thus two 
phases to accounting for factory expense: (1) applying estimated 
factory expense to jobs as they are completed during the month 
and (2) compiling actual factory expense incurred during the 
month, i.e., rent paid, depreciation accrued, etc. 

Authority for incurring actual factory expense is indicated by 
means of standing orders. These are similar to production orders 
in that the latter are authority to produce goods, whereas standing 
orders permit expenditure for such items as rent and repairs to 
machinery. The charges incurred on standing orders are com- 
piled in accounts bearing the numbers of the standing orders. 
Thus, rent might be charged to Standing Order #103, deprecia- 
tion to SO #104, and repairs to machinery to SO #105. A 
given set of standing order numbers ordinarily suflSces as long 
as production is carried on. This is apparent since most items of 
factory expense are incurred continually. 
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To compile actual factory expense, a factory expense ledger is 
maintained. This contains an account for each standing order, as: 

(a) Indirect material 

(b) Indirect labor 

(c) Various expenses, as power and depreciation. 

The form below illustrates the general routine of charging these 
accounts: 

1. Issue indirect materials from the storerooms on requisitions, 

using the same form as for direct materials. (Note standing 
order number mstead of cost sheet number.) Credit the indi- 
vidual materials accounts m detail for the various items issued 
day by day, and charge standing orders with total of indirect 
matenals used during the month. 

2. Record indirect labor time on time tickets. Enter rates of pay 

and determine indirect labor cost. Compile total cost for each 
pay period and charge the appropriate standing order in the 
factory expense ledger. 

3. Record indirect expense involving cash outlays to production 

(as rent paid monthly) in the voucher register on date in- 
curred. Post such amounts to appropriate accounts in the 
factory expense ledger. 

4. Enter indirect expenses which do not represent immediate cash 

outlay (as depreciation and accrued taxes) in the general 
journal month by month, and post to appropriate accounts 
in the factory expense ledger. 

Sources of Actual Factory Expense Charges 

MATERIALS LEDGER FACTORY EXPENSE LEDGER 

Indirect Materials #101 

—1. Requisitions xxjg | 

Indirect Labor #102 

2. Tim« Tickets — xxxx | 

Rent #103 

3. Voucher Register- — xxxx'l 

Depreciation #104 

4. General Journal > xxxx | 

Etc. 


Materials 
Dr. C2r. 

Accounts 
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MANUFACTURING OVERHEAD COSTS— METHODS OF 
APPLICATION 

Manufacturing overhead comprises those expense charges which 
are necessary to the productive process as a whole, but are not 
especially incurred for any one unit of the product. They must 
be distributed to the product on some basis in job order cost 
accounting. 

The bases in most general use are as follows: 

1. Material cost 4. Direct labor hours 

2. Direct labor cost 5. Machme hours 

3. Total prime cost 6. Blanket rate 

Direct-Material-Cost Base. — ^The theory underlying the 
direct-material-cost basis is that the overhead is incurred in pro- 
portion to the cost of the material used in production. This basis 
may not be inaccurate where the material cost is the major cost 
and is fairly constant in amount. The principal argument in sup- 
port of it, however, is that it is fairly simple to determine and 
easily applied. 

Direct-Labor-Cost Base. — ^In order to use the direct labor cost 
as a basis for distributing overhead, the labor cost must be fairly 
uniform in amount and constant for all productive activity. The 
existence of differences in wage rates not based on relative differ- 
ences in skill as well as the fact that many of the overhead charges 
are a function of time rather than of other factors, militate against 
the use of this base. The fact that the direct labor cost is easily 
ascertained and applied is the strongest argument in favor of this 
base. 

Direct-Labor-Hours Base.— This method assumes that manu- 
facturing overhead is incurred as a function of time rather than 
cost and that labor time is the dominating factor in the productive 
process. With the advent of automatic machinery, this base is 
becoming less accurate for general use and is falling into disuse. 
In departments where automatic machines and hand work are 
combined, it is a poor base. 

Machine-Hour Base. — As with the labor-hour base, this 
method of apportioning the overhead assumes that manufacturing 
expenses are incurred as a function of time rather than as a func- 
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tion of cost. Where machine work is the principal type of work, 
a department composed of similar machines can logically use such 
a base. 

Blanket Rate Method. — This method consists in applying a 
blanket rate to cover the overhead of the entire plant. The rate 
is calculated from past expenence and may be changed from time 
to time to allow for changing proportions of overhead to other 
costs. The rate is generally calculated either on a cost or a time 
basis, or a combination of the two. 


COST OF GOODS MANUFACTURED 

After factory expense has been applied to a cost sheet, material, 
labor and factory expense are entered in the summary section of 
the cost sheet and added to determine factory cost. The cost sheet 
is then “complete.” It shows the cost value of a completed lot 
of goods which have been moved from the production floors. The 
routine of recording cost of finished goods, as explained in Gil- 
lespie, “Introductory Cost Accounting,” is illustrated below. 

The steps indicated by the chart are as follows: 

1. Enter each completed cost sheet m the finished goods ledger. 

This ledger is similar in arrangement to the materials ledger. 
There is a card or account for each type of goods stocked. 
Each of these is charged for the cost of its type of goods com- 
pleted, and credited with the cost of its type sold. 

2. Enter the cost sheet in the finished goods journal. This journal 

is a medium for crediting the work in process accounts and 
chargmg finished goods for the cost of goods manufactured 
during the month. It compiles the cost according to (1) direct 
material, (2) direct labor, (3) factory expense, (4) total cost. 
The following page (Gillespie, 'Introductory Cost Accounting”) 
shows a finished goods journal with cost sheet #2 entered. 

3. Post the finished goods journal to the ledger. At the end of 

each month columns of the finished goods journal are totaled, 
cross-footed, and posted to the gener^ ledger. The posting for 
the journal illustrated is — 


Finished Goods $9,70125 

Materials in Process $6,743.55 

Labor in Process 1,656.31 

Factory Expense in Process 1,301.39 




factory 

Total (ZOPiee^) 
Per Piece 
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COST OF MANUFACTURE AND GOODS SOLD 
STATEMENT 

The statement of cost of manufacture and goods sold is an 
analysis of the cost of manufacturing the goods sold during the 
period covered by the statement, and is prepared in support of 
the cost-of-goods-sold item in a condensed profit and loss state- 
ment. In more or less condensed form this manufacturing state- 
ment is at times included in the published form of profit and loss 
statement. 

The statement may assume various arrangements, but they are 
all based on the same principle as exemplified in the cost of goods 
sold statement of a merchandising concern, an example of which is 
the following: 


Opening inventory, January 1, 19- $500,000 

Purchases 400,000 

Total goods to be accounted for 900,000 

Less closing inventory, December 31, 19- 450,000 

Cost of goods sold $350,000 


The only difference as between the cost of goods sold statement 
of a manufacturing and that of a merchandising concern is that 
in a manufacturing concern the inventories consist of materials 
and supplies, goods in process, and finished goods, and the pur- 
chases include cost of labor and factory expense, as well as the 
cost of materials and supplies. 

The following page shows one form of the manufacturing state- 
ment. The statement actually consists of two sections, the first 
concluding with the Cost of Goods Manufactured, and the second 
svith Costs of Goods Sold. In organizations using highly devel- 
Dped cost methods, the cost of goods manufactured and cost of 
goods sold is obtained directly from the records instead of by the 
inventory methods as discussed above. But as errors creep into 
the operation of every cost system and unrecorded losses are 
bound to occur, physical inventories must be taken as a check 
Dn the records. 

The form of manufacturing statement illustrated on the follow- 
ing page gives the costs for the organization as a whole. For pur- 
poses of internal control other statements may be prepared to show 
bhe costs for each plant, department, or product. 
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The Blank Manufactuhing Compant 
Cost of Goods Sold 
For the Year Ended December 31, 19- 


Inventories, January 1, 19-: Af\nryr\r\ 

Raw Materials and Supphes ® 

Work in Piocess . 100,000 


500,000 

Material Purchases 638,000 

Direct Labor 1,275,000 

Factory Expenses: 

Non-productive Labor and Material . . . S200,000 

Superintendents’ and Assistants’ Salaries ... . 150,000 

Clerk’s Salaries and Supplies . . 125,000 

Light, Heat, Power, and Water 200,000 

Repairs • • • 250,000 

Small Tool Expense 160,000 

Selectmg and Handhng 85,000 

Insurance . • 30,000 

Royalties 115,000 

Experimental 65,000 

Laboratory 20,000 

Freight and Cartage Inward . . 2,000 

Property Taxes (portion applicable to assets used in 
manufactunng) . . . 30,000 

Provision for Depreciation . 500,000 

Amortization of Patents and Patent Expense . . . 25,000 

Miscellaneous . . . 40,000 1,997,000 


Less, Inventories, December 31, 19- : 

Raw Materials and Supphes 350,000 

Work in Process 75,000 425,000 


Cost of Goods Manufactured . 3,985,000 

Add: 

Decrease m Finished Goods: 

Inventory, January 1, 19- 900,000 

Inventory, December 31, 19- 700,000 200,000 


Cost of Goods Sold $4,185,000 


STANDARD COST ACCOUNTING 

Standard Costs Defined. — ^In certain types of business it is the 
practice to estimate the cost of production in advance, and to use 
such estimates as the basis for selling prices. Sometimes, the 
estimated cost of production for a given month is incorporated 
in the accounts in such a way that it may be compared with the 
actual cost for the month. Materials in Process account is charged 
with the actual cost of materials used and credited with (1) esti- 
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mated material cost of goods completed and (2) estimated material 
cost of goods in process at closing. If the actual cost of production 
of the month is the same as the estimated cost, credits to materials 
in process equal debits. If actual cost is greater than estimated, 
there is a debit balance ; if actual is less than estimated, there is 
a credit balance. In any event, the “variation,” as the balance 
or difference is called, indicates the difference between expected 
performance and actual performance as regards materials. Vari- 
ations in labor and factory expense are likewise determined. 

A similar principle of comparison may be used in businesses 
other than those which manufacture to order. Instead of making 
the estimate mainly for setting selling prices, it may be drafted 
with a view to showing what the factory should accomplish. The 
predetermined costs thus become a standard performance. These 
“standard costs,” as they are called, may be recorded in the ac- 
counts to develop the variation between actual cost and standard 
cost period by period. The accounts thus provide formal record 
of the amount by which actual performance was different from 
what might be termed the goal. 

Industries with Standardized Products. — Cost standards are 
most readily established in those industries where the product 
is standardized, or where steps are under way to make it so. 
“Standardized product” means that each unit of a particular part 
is made according to a regular procedure and according to set 
specifications, and that the various parts are brought together 
according to an established routine. Automobiles, certain machine 
and hand tools, and chemical products are examples of stand- 
ardized products. Since there should be no variations in the parts 
of the product, or in the method of producing them, it is possible 
to determine what any given part or operation should cost, i.e., 
to determine the standard cost 


DISTRIBUTION COST ACCOUNTING 

Direct and Indirect Costs. — ^To determine the cost of distrib- 
uting a given product, or of distributing all products in a given 
territory, it is necessary to find some means of allocating the 
various expense items to the product or territory in question. The 
performance of each distribution function gives rise to certain 
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costs, and it becomes necessary to find the cost of each function 
in respect to the product, territory, or other basis according to 
which costs are being collected. 

As in the case of production cost accounting, the various cost 
elements are assigned in varying ways to the item being costed. 
Certain charges bear a clear relationship to certain distinct selling 
activities, while others are of a more general character and con- 
sequently more diflScult to allocate properly. For purposes of 
allocation, expense items may be divided into three groups thus ; 

1. Direct costs— that is, items of expense which apply directly to 

some one product, or territory, or customer (as the case may 
be), and to no others. 

2. Senudrect costs — ^that is, itans which relate in a general way to 

several different products or territories of customers, but which 
arise out of some measurable service function, and which may 
therefore be distributed m accordance with the amount of the 
service required for the item bemg costed. 

3. Indirect costs— that is, items which have no ascertainable rela- 

tionship with any one product, territory, customer, etc, as 
distinguished from any other, and which must therefore be 
apportioned over all items costed on a theoretical or arbitrary 
basis. 

Example. — specific example will serve to make clear the dis- 
tinction between items of the various types. Suppose that a 
manufacturer of clothing is endeavoring to determine the cost of 
selling to customers who buy their entire requirements by mail, 
accounts being so small that no salesman is sent to call on them. 

1. The cost of mail-order solicitation work is a direct cost of this 

particular business. 

2. Costs of packing, shippmg, billing, bookkeeping, credits, and col- 

lections are semidirect costs, in that they vary with the quantity 
of merchandise sold, the number of orders and number of 
items handled, the number of accounts earned, etc ; in other 
words, the service required can be measured and the charge 
allocated accordingly. 

3. The cost of general advertising of the entire clothing line in 

national magazmes, trade publications, and elsewhere is an 
indirect cost, in that while it undoubtedly serves to develop the 
business in question, there is no means of measuring the amount 
of total advertising cost properly chargeable against the mail- 
order section as distinguished from other business, and an arbi- 
trary apportionment is therefore necessary. 
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CORPORATK CONSOLIDATIONS AND MERGERS 

In effecting various types of union with each other corporations 
adopt one of the following methods: 

1. Purchase of assets as an entirety 

2. Consohdation 

3. Merger 

4. Lease of assets as an entirety 

5. Holding company 

Purchase of Assets as an Entirety.— Among industrial con- 
cerns the common method of combination is by one corporation 
purchasing the entire assets of the other or others. As this vir- 
tually means the dissolution of the vendor companies, or at least 
their inability to perform the objects of their organization, the 
consent of their stockholders is necessary. Statutes usually re- 
quire the consent of a stated majority as two-thirds of the out- 
standing stock or a simple majonty. In the absence of such 
statute, however, the unanimous vote of the selling company’s 
stockholders is necessary, except in cases when the concern is 
failing, in which instance consent of a majority of the stockholders 
suffices. 

Consolidation. — Consolidation is a legal form of union or fusion 
of several corporations into a new corporation, or the so-called 
consolidated corporation, which not only takes over the properties 
and other assets of the several constituent companies, but also 
their rights, privileges, immunities, as well as their liabilities and 
obligations of whatever nature. The constituent companies be- 
come dissolved. Consolidation can only be effected by authority 
of an express statute, there being no such thing as common law 
consolidation or consolidation by charter provision. The precise 
nature of the consolidation depends upon the provisions of the 
statute under which it is effected. In a consolidation the consent 
of the stockholders of the consolidating corporations is required. 
Unless the statute prescribes a certain majority, unanimous con- 
sent is necessary. Consolidations have been the favorite mode of 
combining railroads. The great railroad systems have been chiefly 
effected by this method of union. 

Merger. — ^Merger is but another form of consolidation, the only 
difference being that instead of a new company coming into being 
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one of the old companies succeeds to the assets, rights, privileges, 
immunities, liabilities, obligations, etc., of the other compames. 
Otherwise the same legal provisions apply to the merger as to 
the consolidation. 

Lease of Assets. — ^In a lease of assets one corporation transfers 
its entire property to be used and operated by the lessee corpora- 
tion, which in return obligates to pay a rental, which is commonly 
in form of guaranteeing interest on the lessor^s indebtedness, 
bonded or otherwise, and a certain rate of dividends in its stock. 
Such intercorporate leases are subject to legal provisions similar 
to those of the sale of assets. They have been very common in 
the past among railroads and to a lesser extent among public 
utilities. 

Holding Company.— A holding company is a corporation which 
holds stock in other companies for purposes of control and not 
mere investment. If its assets consist solely of its holdings of 
stocks and bonds, cash, and advances it may have made to the 
subsidiary companies, it is a pure holding company. A company 
may, however, combine the function of a holding concern with 
regular operations. Holding companies have reached their greatest 
development among the public utilities in which very often sys- 
tems consist of a series of sub-holding companies. 


RECAPITALIZATION AND RECLASSIFICATION OP 
CAPITAL STOCK 

Definition of Terms. — ^The terms “recapitali 25 ation’^ and “re- 
classification” have general reference to readjustments of the 
capital stock usually of the going concern as opposed to capital 
stock readjustments of embarrassed concerns. Of the two terms, 
recapitalization has a somewhat broader connotation and em- 
braces within its meaning not only reclassifications but also other 
capital changes, such as a change from par to no-par value, or the 
reverse, particularly when such change is combined with a split-up. 
Moreover, recapitalization has reference only to changes in the 
stock capitalization and not to any changes in the bonded debt. 

The term reclassification in connection with capital stock, while 
also not used very strictly, generally speaking signifies altering 
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the rights, preferences, privileges, limitations, etc., of the several 
classes of stock composing the capital structure. It is a process 
of literally reclassifying the stock issues, or replacing the out- 
standing classes with new issues, and thus causing a rearrangement 
in the stock equities or interests. 

Occasions for Reclassification. — Common reasons for reclassi- 
fying stock capitalization are the following: 

1. To create a better medium or media for financing or for making 

new acquisitions by exchange of stock. 

2. To recapitalize a closely held corporation in order to make a public 

distribution of its securities. 

3. To simplify the capital structure. 

4. To fund dividends in arrears on cumulative preferred stock. 

6. To adjust burdensome provisions relating to the preferred issues. 


STOCK SPLIT-UPS 

Stock split-ups consist of increasing the number of shares with- 
out adding to the assets, as in a sale of additional shares, and 
without capitalizing any portion of the surplus, as in a stock divi- 
dend. In the case of stock with par value this is effected by reduc- 
ing the par value in proportion to the increase in the number of 
shares, so as to maintain the same aggregate par value of the shares 
as before the increase in their number. Where shares have no par 
value, it is only necessary to increase the number of shares. TTie 
effect of a stock split-up is merely to reduce the size of a. share, 
or its proportion of the stockholders’ total equity which it repre- 
sents. The principal purpose for stock split-ups is to reduce the 
market value of shares when it is high and bring it within reach 
of a greater number of investors, thus giving greater stability to 
the market value and at the same time interesting more of the 
investing public in the enterprise. 


RECEIVERS AND CORPORATE PROPERTY 

Statutory and Equity Receivers. — ^Receivers are appointed by 
courts to assume, under the court’s supervision, temporary control 
and management of properties which are in litigation. They are 
either statutory or equity receivers. Statutory receivers are those 
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appointed under the authority of a specific statutory provision. 
Equity receivers are those appointed by courts on their own 
authority when sitting as courts of equity. 

Power of Equity Courts to Appoint Receivers. — ^There are 
four general classes of cases in which an equity court will appoint 
a receiver: 

1. When there is no person competent by reason of interest, or other- 

wise, to take the custody and management of the property 
which constitutes the subject matter of htigation. 

2. When, although all of the parties may be equally entitled to pos- 

session and control of the property, it is not proper that any one 
of them should have possession or control of it. 

3. When the person holding the property occupies a position of trust 

relation and is violating his fiduciary duties. 

4. When after the rendition of a decree, the ordmary processes of the 

court cannot carry the judgment or decree into effect. 

Receiver’s Authority. — ^An equity or chancery receiver derives 
his authority from the court which appointed him and not from 
the parties at whose instance his appointment was made. He acts 
in behalf of no particular interest but guards the rights of all. 

His first duty is to preserve during the trial, which is to deter- 
mine their disposition, the property and its income, which he has 
taken into his custody and which is the subject of litigation, from 
deterioration, waste, loss, destruction or depreciation in value. His 
second mam duty is to administer the property and distribute it 
or dispose of it according to the rights of the parties to the suit, 
as ascertained and determined by the decree of the court. 


FORECLOSURE SALES ON DEFAULT OF BOND ISSUES 

Foreclosure Decree and Confirmation. — ^Foreclosure sales are 
sales by judicial decree of property securing a mortgage upon 
which default has been made, usually in payment of the interest 
or the principal of the loan. Foreclosure is a legal proceeding 
whereby the court determines the validity of the mortgage, and 
the amount of the claims under it, and orders the property to 
be sold in accordance with the conditions it lays down in its decree. 
The decree of foreclosure is only made after a hearing is held 
before the court and all parties in interest have an opportunity 
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to object to the claims of the mortgagee bringing the foreclosure 
suit. The property is advertised for sale at public auction, and 
is sold either by a receiver, if one is already in charge of the prop- 
erty, or a special master or referee may be appointed by the court 
to conduct the sale. When the sale has been made, the oflBicer in 
charge reports to the court which reviews the general conditions 
of the sale, and if it finds them in accordance with its foreclosure 
decree, it confirms the sale. The proceeds of the sale are applied 
to pay the expenses of the sale and the foreclosure suit. Taxes 
and other public dues are paid next. The balance is applied to 
pay the mortgagee’s claims. 

“Upset” Price. — In large bond issues secured by a mortgage 
the court in its foreclosure decree fixes an “upset” price for the 
sale of the property which is the minimum price at which the 
receiver or special master may dispose of property. The property 
is usually bought in by representatives of the bondholders, acting 
under the authority of a so-called “plan and agreement of reorgan- 
ization,” who surrender the bonds they hold for the bulk of the 
consideration given in payment for the property. Those bond- 
holders who have not elected to participate m the plan of reorgan- 
ization are paid off in cash, their pro rata share being determined 
by the court on the basis of the price received for the property. 
The representatives of the bondholders, who now own the prop- 
erty, organize a new company, to which they turn over the prop- 
erty in return for its securities. These are distributed to the for- 
mer bondholders and others, in accordance with whatever plan of 
reorganization has been settled upon. 


CORPORATE REORGANIZATIONS 

The term “reorganization” is loosely used to cover reorganiza- 
tions properly so called and also such corporate changes as are 
involved in consolidations and mergers and sale of assets as an 
entirety. In the stricter sense it refers to transactions whereby 
an existing corporation is dissolved and is succeeded by a new 
and distinct corporation, organized for the prime purpose of taking 
over its property and contractual rights, and assuming its liabil- 
ities and obligations. Wliile legally the old and the new corpora- 
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tion are two distinct entities, they are substantially one so far as 
the identity of its stockholders, creditors, directors, and officers 
are concerned. 

Reorganization o£ Solvent Concerns. — ^The foregoing descrip- 
tion applies more particularly to reorganizations of going, solvent 
concerns, which are undertaken very frequently with a view to 
reincorporation under the laws of another state. A common 
method followed in this type of reorganization is for the old cor- 
poration to transfer its assets to the new corporation and accept 
in payment the stock of the corporation, which is then exchanged 
in liquidation for its own outstanding stock, the shareholders in 
the old corporation thus becommg shareholders in the new. The 
new company also assumes the corporation’s liabilities. 

Reorganization of Failed Concern. — ^The term reorganization 
also refers to the process by which failed concerns are succeeded 
by newly organized companies. Such reorganizations occur 
usually in connection with concerns with mortgage bonds out- 
standing. The bondholders acting through a representative com- 
mittee and the trustee under the indenture have the mortgage 
foreclosed and the mortgaged property sold. As the courts permit 
them to offer the defaulted bonds in pa 3 Tnent of the property, 
they are usually the highest bidders and secure possession of the 
property. They thereupon organize a new company with what- 
ever stock and bond capitalization best suits the circumstances, 
and sell the property to it in exchange for the securities. These 
they distribute among themselves and other classes of security 
holders of the old company on whatever terms they feel necessary 
to make the new company a finaunial success. 

BANKRUPTCY 

Bankruptcy covers the procedure whereby the assets of an 
insolvent p^on, known as the bankrupt, are taken, sold, and the 
proceeds distributed equitably among his creditors, and he is 
^charged from the unpaid balance of his debts. At present all 
bankruptcy proceedings in the United States come under the 
National Bankruptcy Act of 1898 and amendments A person 
is deemed insolvent whenever the aggregate of his property, ex- 
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elusive of any which he may have fraudently transferred, con- 
cealed, or removed, shall not at a fair valuation be sufiScient in 
amount to pay his debts. The '^fair value” is usually interpreted 
to mean going concern value or fair market value, and does not 
mean the scrap value of a bankrupt firm^s property. 

Who May Be a Bankrupt. — ^Any person, except a municipal, 
railroad, insurance, or banking corporation, may become a volun- 
tary bankrupt, i.e., may voluntarily file a petition with a court 
having jurisdiction to be adjudged a bankrupt and to be given 
the benefits of the bankruptcy act. 

Any natural person except a wage earner or a person engaged 
chiefly in farming, any unincorporated company, any moneyed, 
business, or commercial corporation, except a municipal, railroad, 
insurance, or banking corporation, owing debts to the amount of 
one thousand dollars or over, may be adjudged an involuntary 
bankrupt. In involuntary proceedings the petition is filed by the 
creditors of the insolvent person or firm. The occupation at the 
time an act of bankruptcy is committed rather than at the time 
the petition is filed is the determining factor in deciding whether 
or not one is exempt from involuntary proceedings. 

Acts of Bankruptcy. — ^In involuntary bankrupt proceedings it 
is necessary to allege in the petition and to be able to prove that 
an “act of bankruptcy” was committed within the four months 
just preceding the filing of the petition. A person has committed 
an act of bankruptcy if he has: 

1. Conveyed, transferred, or removed, or permitted to be concealed 

or removed, any part of his property with intent to hinder, 
dday, or defraud any of his creditors A bona fide sale of prop- 
erty at a low price is not in itself a fraudulent transfer. There 
must be a transfer for no value, an agreement to return the 
property at a later time, or other actual intent to hinder or 
defeat creditors 

2. Transferred, while insolvent, any portion of his property to one or 

more of his creditors with mtent to prefer such creditor over 
his other creditors. Cash transactions are not preferences. If 
the debtor can show that he did not know he was insolvent he 
may be able to prove lack of intention to prefer one creditor 
over another. 
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3. Suffered or permitted, while msolvent, any creditor to obtain a 

preference through legal proceedings, and not having at least 
hve days before a sale or final disposition of any property 
affected by such preference vacated or discharged such pref- 
erence. 

4. Suffered or permitted while insolvent any creditor to obtain 

through legal proceedmgs any levy, attachment, judgment, or 
other hen, and not havmg vacated or discharged the same within 
30 days from date such levy, attachment, judgment, or other 
hen was obtamed. 

5. Made a general assignment for the benefit of his creditors, or, 

be in g msolvent, applied for a receiver or trustee for his prop- 
erty, or because of insolvency a receiver or trustee has been put 
in charge of his property under the laws of a state, of a terri- 
tory, or of the United States. 

6. Admitted in writing his mability to pay his debts and his willing- 

ness to be adjudged a bankrupt on that ground. 


ASSIGNMENT FOR BENEFIT OF CREDITORS 

An insolvent debtor may transfer title to his property to an 
assignee who liquidates the property, pays off the debts, and re- 
turns any residue of property to the debtor. In order to be valid 
the assignment must not hinder or delay the creditors beyond the 
time reasonably necessary to carry out its purpose, and it must 
not give the assignee power to decide what debts shall be paid 
or to give preference to certain creditors. 

In order to be effective the assignment must have the consent 
of the creditors. Dissenting creditors may petition for bankruptcy 
proceedings, and, in some states, may seize the assigned property. 

An assignee should be properly authorized to pay claims in such 
order and priority as they are entitled to be paid by law. He 
is responsible for reasonable care and prudence in selecting his 
agents and holding them to strict responsibility for their acts, 
but he is not responsible for their neglect or default. The assign- 
ment may provide for the filing and proving of claims with the 
assignee. The assignee is entitled to the compensation fixed by 
statute, or to the amount fixed by the terms of the assignment 
if less than the statutory amount or if there is no statutory pro- 
vision. The assignee must provide for the payment of expenses 
incidental to the assignment but must not pay the expenses of the 
debtor in connection with suits brought against hiTT> by creditors. 
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BANK LOANS AND DISCOUNTS 

A bank loan, as the term is used by bankers, signifies an advance 
made by a bank which is evidenced by an interest-bearing promis- 
sory note. The term ^*bank discount” is applied to non-interest- 
bearing promissory notes having specified maturities, which are 
purchased by banks for their face value less interest for the un- 
expired time. 

Bank loans are classified according to their duration as demand 
and time loans. Demand loans, also known as call loans, may 
be terminated at any time by either lender or borrower. They are 
in effect day-to-day loans. Time loans run for a stated period. 
The majority of bank loans are time loans, including the discounts. 

Bank loans are also single-name and double-name, and secured 
and unsecured. A single-name paper or promissory note bears 
the name of the maker of it only. A large majority of the loans 
made by banks in the United States to business borrowers are 
on single-name paper. Double-name paper are promissory notes 
bearing an indorsement as well as the name of the maker. Notes 
receivable discounted at a bank become double-name paper inas- 
much as they must be indorsed before the bank will discount them. 
Secured loans are those secured by bills of lading, warehouse 
receipts, stocks or bonds, or mortgage, or some other form of 
security. 

The following list sets forth various classifications of bank 
loans: 

A. As TO Maturity: 

1. Demand or call loans: 

(a) Direct loans on promissory notes 

2. Time; 

(a) Discounted paper 

(b) Direct loans on promissory notes 

B. As TO Obligation of Parties: 

1. Single-name paper — ^promissory notes 

2. Double name: 

(a) Accommodation paper 

(b) Discounted notes of customers (receivables) 

(c) Acceptances: 

(1) Bankers' 

(2) Trade 
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C. As TO Security: 

1. Unsecured 

2. Secured by collateral consisting of: 

(a) Listed securities 

(b) Unlisted securities 

(c) Bills of ladmg 

(d) Warehouse receipts 

(e) Trust receipts 

(f) Bills receivable 

(g) Accounts receivable 

(h) Chattels 

(i) Mortgages on real estate 
(i) Mortgages on farms 

(k) Other collateral 

D. As TO Agency Negotiating Loan: 

1. Banks 

2. Commercial paper brokers or dealers 

3. Finance companies, discount companies, etc. 

4. Acceptance corporations 

5. Other busmess firms 

6. Individuals 

E. As TO Use of Proceeds: 

1. Fmancing short-time operations in producing, purchasing, carry- 

ing, or marketmg goods in one or more steps of the process of 
production, manufacture, or distribution 

2. Carrying or tradmg m stocks, bonds, or other investment securi- 

ties, except bonds and notes of the United States Government. 

3. Cariying or trading in bonds or notes of the United States Gov- 

ernment. 

4. Facihtate commercial transactions. 


ESTABLISHING A LINE OF CREDIT WITH BANK 

Line of Credit Defined. — ^A line of credit is a more or less in- 
formal agreement on the part of a bank to make loans to a business 
customer up to a stipulated total and in amounts as they will be 
required during a stated period, usually one year. The credit line 
should substantially be in excess of the maximum amount the 
borrower is likely to require, and it should be established well 
in advance of the time when it will actually be utilized. The 
line is granted with the understanding that the borrower will keep 
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the bank informed as to his financial condition and that it is 
subject to reduction or cancellation if the borrower's financial 
condition suffers a serious change for the worse. 

Information Required by Banks. — ^When loans are required 
of banks financial managers should be prepared to furnish the 
following information: 

1. Type of business — ^whether a sole propnetorship, a partnership, 

or a corporation. 

2. The names of the owners or officers and their relation to the busi- 

ness. 

3. Band of business — whether trading, manufacturing, mining, or 

professional, and the kind of products in which it deals. 

4. The latest available balance sheet and balance sheets for the pre- 

ceding two or three years m the form desired by the bank. 

5. Income statements for the past two or three years. 

6. The average inventories carried, valued at cost or market, which- 

ever IS lower. The condition of the inventones and the manner 
of valuation are considered. 

7. The amounts of notes and accounts receivable, classified as over- 

due, due, and not due. 

8. A complete schedule of investments, showing last dividends or 

interest payments with dates thereof, present market value of 
securities and reasons for holding same. 

9. A full statement of the amount of notes receivable, accounts re- 

ceivable, and merchandise pledged to secure indebtedness. 

10. Unusual balance sheet items^a full explanation of any unusual 

items on the balance sheet. 

11. A statement showing when the liabilities of the borrower are 

greatest, that is, when tho firm is likely to reach the peak of its 
borrowing operations. 

12. The customers’ methods of borrowing— whether or not they sell 

their paper in the open market, and if so, the frequency and 
amount of such borrowing. The line of credit they have at other 
banks and whether or not it is kept open. 

13. A statement of the insurance carried on the assets and on the lives 

of important officials or executives of the company. 

14. Whether the borrower has made adequate provisions for depre- 

ciation of assets, the method of handling it, the rates and the 
manner of computing it. 

15. Whether property is mortgaged and all taxes are paid. 

16. The policy of the borrower in disposing of the earnings of the busi- 

ness, whether or not such earnings are all paid out as dividends 
or whether a certain proportion is reinvested in the business. 
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17. An analysis of surplus indicating the profits for the current year 

and the proportion of the profits used for dividends, reserves of 
various kinds and what disposition has been made of the surplus 
account 

18. Whether the business owns or rents its premises and whether the 

earnings of the company have been affected by favorable leases 
which are about to expire. For instance, low costs of produc- 
tion might be accounted for by a favorable long time lease of 
the factory. 

19. A statement of any important construction or capital expenditures 

planned by the company and the means by which they will be 
financed 

20. Other business interests of the owners or officers of the borrowing 

company. 

21. Loans of officers— -if loans are made to the company by its officers 

and directors or by the company to them. 

22. The amounts due to or from subsidiary companies and for what 

purpose such subsidiaries are financed and whether or not they 
are self-supportmg 

23. Amount of contmgent liabilities on discounted paper and other 

contmgent claims. 

24 Amount of purchase commitments and contracts for future de- 
livery. 

25. Any legal actions pending against borrower or any unsatisfied 

judgments, 

26. The volume of unfilled orders on the books of the company and 

whether they are bona fide or are doubtful and are likely to be 
canceled. 

27. The nature of the borrower's trade; whether they are selling 

largely to one customer, or small group of customers, or to a 
large trade group; also, the present financial condition of those 
customers. 

28. Whether the products are diversified, or whether the company is 

dependent on marketing only one type of goods, and the rela- 
tive degree of geographic distribution of the prospective bor- 
rowers' trade 

29. The relation subsisting between labor and the management and 

the attitude which the company and its officers maintain toward 
labor 

30. The periods of the year during which peak production will occur, 

or large inventories be carried, and the periods when the largest 
volume of sales and collections may reasonably be expected to 
take place. 
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MASSACHUSETTS TRUST AS A FORM OF BUSINESS 
ORGANIZATION 

General Character. — Massachusetts Trust, also known as 
^‘express trust,” “business trust,” or “common law trust,” is a form 
of business organization in which a number of persons hold and 
manage property as trustees, corresponding to the directors of a 
corporation, for the benefit of others, the beneficiaries, who are 
in effect stockholders. The form of business organization became 
known as a Massachusetts Trust because it originated in Massa- 
chusetts, where until 1912 the corporation laws contained no pro- 
visions for the organization of real estate corporation and hence 
recourse was had to this trust form of organization. It is now 
used by a number of businesses other than real estate concerns. 

Such trusts are created through the drafting and execution of a 
written instrument called “deed of trust,” “declaration of trust,” 
or “trust agreement,” which describes the business to be conducted 
and defines the rights and liabilities of the trustees and benefici- 
aries. The ownership of the property is divided into two parts, 
the legal title being held by the trustees for the benefit of the 
beneficiaries' interest is represented by certificates or shares, gen- 
erally called units of beneficial interest, which are similar to cer- 
tificates of stock in a corporation. There may be several classes 
of common and preferred shares. 

Essential Provisions of a Trust for Business Purposes. — 
The essential provisions of any express trust organized for busi- 
ness purposes are: 

1. A deed or declaration of trust, drawn up to define the rights and 

powers of trustees and shareholders. 

2. Two or more trustees who are authorized to take over and manage 

the capital, busiaess, or other property supplied by the share- 
holders. 

3. Shareholders who are beneficiaries and who receive transferable 

certificates representing their respective mterests in the profits 
and in the property on dissolution. 

4. Provisions for division of profits, appointment of trustees to fill 

vacancies, and for dissolution at termination of the trust. 

5- Provisions that no liability is to attach to either trustees or share- 
holders, but only to the trust estate. 
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Essentials o£ Deed of Trust. — The deed of trust should set 
out the following essential information: 

1. The trustees and the immediate beneficiaries must be designated, 

and provision must be made so that others desiring to be bene- 
ficianes can come m and assist m making up the required amount 
of capital. 

2. If any property is to be transferred to the trustees, or if they are 

to purchase any particular busmess or property, it must be 
designated and described. 

3. The capital, if any, that is to be raised and paid over to the trus- 

tees must be specified, and its division into shares and the value 
thereof must be set forth. Both preferred and common shares 
may be prescnbed. 

4. The declaration must also state that the property acquired by the 

trustees is held in trust, and subject to the powers, limitations, 
and liabihties set forth in the instrument by which the trust is 
created. 


JOINT STOCK COMPANY 

Definition . — A joint stock company is a form of partnership in 
which the capital contributions of the partners are represented by 
transferable shares of stock. The holders of stock are partners 
and are held to the full liability of general partners. They are 
not, however, general agents of the organization as general part- 
ners are in an ordinary partnership. 

This form of business is also similar to the corporate form in 
a number of ways. Death, insanity, or bankruptcy of a member 
has no effect on the continued existence of the company, neither 
has the withdrawal or transfer of membership. Each shareholder 
may sell or pledge his shares at any time but this does not relieve 
him of the liability for debts incurred while he was a shareholder. 


FINANCE COMPANIES— VARIOUS TYPES 

A finance company is one which purchases the receivables of a 
manufacturer or dealer who sells on the instalment plan, generally 
receiving a percentage of the purchase price (usually about 10%) 
down and an agreement for the payment of the balance in periodic 
mstalments. This agreement may be sold to a finance company 
which generally advances about 80% of the unpaid balance to 
the dealer, 10% being retained as a commission and 10% as a 



HANDY OFFICE BOOK 


269 


reserve or margin of safety. The reserve is returned to the dealer 
when the instalments are all paid. The dealer must guarantee 
the contracts. Finance companies, in purchasing accounts receiv- 
able, usually advance from 70% to 80% of the face amount of 
the accounts. 

Finance companies may be classified as follows: 

1. Buying or discounting commercial receivables which include ac- 

counts, notes, and acceptances. 

2. Advancing funds to dealers to finance the purchase of automobiles 

from manufacturers or wholesalers. 

3. Advancmg funds to enable retail dealers to finance the sale of 

automobiles on the instalment plan. 

4. Advancing funds to retail dealers to finance instalment sales of 

agricultural implements, books, electrical appliances, furniture, 

musical instruments, etc. 

5. Advancing funds against merchandise. 


BUILDING AND LOAN ASSOCIATIONS 

The building and loan associations offer to people of small 
means an opportunity to invest their money in small instalments 
and the prospect of securing a home of their own. These associa- 
tions are local in character, succeeding best where the members 
know each other and see the tangible property upon which they 
lend. They are organized in one of three forms: (1) the terminat- 
ing plan, (2) the serial plan, and (3) the permanent plan. Under 
the terminating plan, the members subscribe all the stock at the 
opening meeting and are assumed to maintain an equal standing 
until the end. Members joining at a later date have to pay for 
their shares a price equal to the value of the original shares plus 
their undistributed earnings. Such an association expires auto- 
matically when the shares mature, unless it is started all over 
again. Under the serial plan, a new series of stock is issued at 
the beginning of each fiscal year or oftcner. The association is 
chartered for a definite number of years and with a specific amount 
of stock, divided into scries, issuable at beginning of each fiscal 
year. At the end of each year, the equitable withdrawal value 
is calculated for the outstanding series. The loans made are for 
the life of each series, and separate books are kept for each. Under 
the permanent plan, members subscribe for one or more shares of 
stock at any time, payments being made in stated sums at regular 
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intervals, at the convenience of the subscriber. These shares are 
credited at stated intervals with regular dividends. Deposits other 
than payments on instalment stock are invited through schemes 
of “paid-up stock,” “special deposits,” etc., and on these the de- 
positor is paid a regular specified rate of interest. These associa- 
tions create and maintain surplus funds to protect members and 
depositors. 

SMALL LOAN AGENCIES 

Small loan agencies are distinct from most other lenders in that 
their business is with consumers rather than producers. They may 
be divided according to the types of loans they make and the 
groups of people served as follows: 

1. Industrial banks which lend on indorsements or collateral, and are 

not strictly limited by law or custom as to size of loan. 

2. Credit unions organized by groups havmg some common interest. 

Members of such groups pool their savmgs which are then used 
for making loans either withm or without the group. 

3. Axia&— similar to credit unions, but usually unchartered and un- 

regulated. Generally established among foreign groups. 

4. Pawnbrokers who lend small sums on personal property — ^usually 

jewelry or clothing — ^as collateral. 

6. Personal finance companies, established xmder special state regu- 
lation, supervised by state bankmg departments and limited as 
to size of loan and rates charged. Loans are based on character 
and paying capacity, although chattel mortgages and wage 
assignments are taken. 

BUSINESS CYCLE— ITS VARIOUS PHASES 

The phases of the business cycle are generally presented as four 
in number: depression, revival, prosperity, and crisis. Following 
is a summary of the conditions existing during each of these 
periods. 

Depression. — ^The conditions characterizing the close of this 
Dhase are as follows: 

1. Prices are low. 

2 Business costs are low. 

(a) Labor costs are low. 

(b) Interest charges and the cost of credit in general are rela- 

tively low. 
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(c) Managerial efficiency ia high. 

(d) Capital charges in fixing prices are low. 

3. Profit margins are narrow. 

4. Stocks of goods are low. 

5. Cautious buying prevails. 

6. Volume of production and trade is low. 

Revival. — Significant developments during this phase are the 
following: 

1. Increase in the volume of trade. 

’2. Revival of speculation in securities. 

3. Increase m outside bank clearings and in debits to individual 

accounts outside of New York. 

4. Increase in the volume of production. 

6. Rise in commodity prices. 

6. Increase m discount rates upon time loans. 

7. Increase in interest rates upon long-term loans. 

Prosperity. — ^During this phase there is an accumulation of 
stresses within the business system: 

1. Increasing costs of doing business. 

(a) Increase in direct costs. 

(b) Increase in overhead charges. 

(c) Declining efficiency in business management. 

(d) Entry of high-cost producers into the noarket. 

2. Stringency in the investment market. 

3. Tension in the money markets. 

4. Decline of prospective profits. 

(a) Overproduction. 

(b) Decrease in purchasing power of certain classes. 

(c) Accumulation of goods with slackening of consumer de« 

mand. 

(d) Undermining of business credit. 

Crisis. — 

1. Process of liquidation commences. 

2. Stocks held on margin are sold. 

3. Maintenance of solvency becomes prime aim of business. 

4. General falling off of new orders. 

6. Widespread cancellation of unfilled orders 

6. Commodities are liquidated and commodity prices decline. 

7. Rates on commercial paper reach their noiaximum. 

8. Bank reserves reach their minimum. 
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BUSINESS BAROMETERS 

There are available numerous business statistics by following 
which it is possible to keep in touch with current economic devel- 
opments. Following are a number of such business barometers, 
classified under six main heads: 

1. Measuring the Volume of Production: 

(a) Agricultural: 

Cotton 

Wheat 

Com 

Oats 

Barley 

(b) Raw mineral: 

Bituminous coal 
Anthracite coal 
Crude petroleum 
Copper 

(c) Industrial production: 

Pig iron 
Steel billets 

Unfilled orders of the U, S. Sted Corporation 

Cement 

Automobiles 

Electric power 

Consumption of raw cotton 

(d) Building: 

Contracts awarded 

Production figures should be supplemented by data relating to 
inventories. Such figures are available for certain of the series 
named above, notably cotton, wheat and petroleum. 

2. Measuring the Volume of Trade: 

(a) Domestic trade: 

Freight car loadings 

Sales of department stores, chain stores and mail order houses 
Wholesale trade (by Federal Reserve districts) 

Bank clearings outside New York 

Debits to individual accounts outside New York 

Changes in the value of outside clearings and in the total of 
debits to individual accoxmts may be due either to an increase 
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in the volume of trade represented by such transactions, or to 
an increase in the price level. If prices should double, the 
volume of bank clearmgs necessary to transact the same actual 
amount of trade would be doubled. Accordingly, m the mter- 
pretation of such value figures it is essential that they should 
be deflated, that is, corrected for changes in the price level. 
When this has been done, it may be assumed that the remaming 
changes reflect actual fluctuations m the volume of trade To 
deflate such a series, it is necessary only that the actual value 
figures be divided by an appropriate mdex number of pnces. 

(b) Foreign trade: 

Merchandise imports 

Merchandise exports 

In usmg trade figures expressed in dollars, the problem of cor- 
rectmg for changes in the pnce level again arises, and the 
process of deflation described above is necessary. 

3. Reflecting Price Changes : 

(a) Prices of important commodities, such as wheat, com, cotton, 

pig iron, bituminous coal, petroleum, etc. 

(b) Index numbers of prices: 

Bradstreet's index of wholesale prices, by Dun & Bradstreet, 
Inc. 

Dun’s index of wholesale prices, by Dun & Bradstreet, Inc. 

U. S. Bureau of Labor Statistics index of wholesale prices. A 
general index is published with separate index numbers of 
prices for the following commodity groups: 

Farm products 
Foods 

Hides and leather products 
Textile products 
Fuel and lighting 
Metals and metal products 
Building materials 
Chemicals and drugs 
House furnishing goods 
Miscellaneous 

TJ. S. Dept, of Agriculture index of farm prices 

U. S. Dept, of Agriculture index of prices of goods bought by 
farmers 

XI. S, Bureau of Labor Statistics index of retail food prices 

XJ, S. Bureau of Labor Statistics index of the cost of living 
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4, Measuring Speculative Activity: 

Prices of industnal stocks: 

Index compiled by Standard Trade and Secunties Service 
Dow-Jones average of mdustnal stock pnces 
Shares traded on the New York Stock Exchange 
New York bank clearings 
Debits to mdividual accounts in New York banks 

5. Depicting Financial Conditions: 

Total loans and discounts, reporting member banks of the Federal 
Reserve System 

Total bills on hand, Federal Reserve banks 
Reserve ratio, Federal Reserve banks 
Federal Reserve banks’ discount rates 
Call loan rate, New York 
Discount rate, 60-90 day commercial paper 

Measuring Business Profits and the Number of Business Failures : 
Net earnings, TJ S. Steel Corp. 

Dividend payments of industrial corporations 
Number of business failures 
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